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preface. 
T h i s v o l u m e con ta ins a l l ques t ions set i n t h e T h e o r y of 
A c c o u n t s p a p e r a t t h e N e w Y o r k S t a t e s e m i - a n n u a l ex­
a m i n a t i o n s for Cert if ied P u b l i c A c c o u n t a n t s , f rom Decem­
ber, 1896 ( t h e first e x a m i n a t i o n h e l d ) , to J u n e , 1902, in ­
clusive, w i t h fu l l answers a n d exp l ana t i ons . W h i l e these 
answers m a y be f o u n d i n ex tended a n d va r ious fo rms i n 
t ex tbooks by several w r i t e r s on accoun tancy subjects , t hey 
a r e n o t all to be found , as f a r as I a m aware , i n a n y one. 
N o w , whi le i t is c l a imed t h a t t h e answers he r e in set f o r t h 
c o n t a i n t h e m a i n facts b e a r i n g on t h e subject , t h e y do n o t 
c o n t a i n t h e m al l . N o r is i t , I deem, exped ien t t h a t t hey 
should . F o r i t is by n o m e a n s c o n t e m p l a t e d t h a t t h e in ­
f o r m a t i o n conveyed shou ld be got u p " b y r o t e , " b u t r a t h e r 
t h a t i t shou ld s t i m u l a t e i n q u i r y , s tudy , a n d r e sea rch on t h e 
p a r t of t h e r e a d e r who desires t o m a s t e r t h e t echn ique of 
t h e subject . 
I t is t h e inva r i ab le cus tom of t h e a u t h o r , i n p r e p a r i n g 
s t u d e n t s for C. P . A . e x a m i n a t i o n s , to t each t h e theory of 
accoun t s in connec t ion w i t h examples i n p r ac t i c a l ac­
c o u n t i n g , a n d i n a g r e a t m e a s u r e to lead t h e m to deduce 
a n d f o r m u l a t e t h e t heo ry for t h e m s e l v e s ; on t h e p r i n c i p l e 
t h a t a r t precedes science, a n d t h a t a p ropos i t i on should be 
first worked out , a n d t h e r ea son ing p roces s—the " h o w " a n d 
t h e " w h y " — e x p l a i n e d a f t e rwards . T o use t h i s book i n ­
t e l l igen t ly t h e n , a knowledge of bookkeep ing is necessary. 
W i t h respec t t o n o m e n c l a t u r e , t h e a u t h o r wi l l occasion-
al ly be f o u n d a t va r i ance w i t h m a n y d i s t ingu i shed w r i t e r s . 
I n m o s t textbooks , i t e m s of r evenue e x p e n d i t u r e a n d i n ­
come a r e r e fe r red t o as losses a n d ga ins . I t w o u l d seem 
m o r e reasonab le t o l i m i t t h e i r m e a n i n g to " c o n t r i b u t o r y 
f a c t o r s ; " for loss or g a i n is only a r r i ved a t a f te r t r a n s f e r ­
r i n g t h e m to t h e profi t a n d loss account , a n d d e t e r m i n i n g 
by p r e p o n d e r a n c e of ba lances , w h e t h e r a loss or g a i n h a s 
been m a d e . A n a r t i c l e pub l i shed by t h e a u t h o r on t h e 
" P r o f i t a n d Loss A c c o u n t " some t i m e since, h a s been i n ­
se r ted i n t h e body of t h i s work , t o wh ich a t t e n t i o n i s 
special ly d r a w n . A g a i n , t h e t e r m s " f u n d " a n d " a c c o u n t " 
a p p e a r to be used very f r equen t ly i n d i s c r i m i n a t e l y . I t 
would be des i rable t o speak of a " f u n d " w h e n a debi t ba l ­
ance is r e fe r r ed t o ; a n " a c c o u n t " when the c red i t ba lance 
co r r e spond ing is m e a n t . 
T h e ex ten t to wh ich t h e a u t h o r has ava i led h imsel f of 
t h e works of Mr . George Lis le , C. A., M r . L a w r e n c e E . 
Dicksee, F . C. A., M r . F r a n c i s Got t sberger , C. P . A. , a n d 
o thers , wil l be a p p a r e n t t o those who a re f a m i l i a r w i t h t h e 
p r o d u c t i o n s of these wr i t e r s . 
F R E D E R I C K S . T I P S O N . 
December 15 , 1902 . 
December 1896. 
I . S t a t e t h e essent ia l p r inc ip l e s of double e n t r y book­
keep ing a n d show where in i t differs f rom s ingle e n t r y 
bookkeeping . 
T h e essent ia l p r inc ip l e s of double e n t r y bookkeep ing 
a r e , ( 1 ) T h e r eco rd of every t r a n s a c t i o n invo lv ing t h e 
t r a n s f e r of m o n e y or i t s equ iva len t m u s t a p p e a r on b o t h 
t h e debi t a n d c red i t s ide of t h e l edger , t h u s m a i n t a i n i n g 
i t i n ba lance . ( 2 ) P r o v i s i o n m u s t be m a d e for t h e con­
s t a n t d i f fe ren t ia t ion u n d e r p rope r ly classified accoun t s of 
c a p i t a l a n d r e v e n u e income a n d e x p e n d i t u r e . ( 3 ) As r e ­
s u l t i n g t h e r e f r o m , t h e profi t or loss d e t e r m i n e d f r o m t h e 
col lect ion of t h e p r e p o n d e r a n c e of t h e ba lance of t h e reve­
n u e accoun ts m u s t be proved by t h e excess of t h e assets 
over t h e l iab i l i t ies as exh ib i t ed i n t h e ba lance sheet . 
T h e f u n d a m e n t a l difference be tween s ingle a n d doub l e 
e n t r y bookkeep ing is t h i s : I n s ingle e n t r y t h e income a n d 
e x p e n d i t u r e accoun t s a re no t k e p t , a n d t h e profi t or loss 
for any g iven per iod is d e t e r m i n a b l e solely f rom a com­
p a r i s o n of t h e assets w i t h t h e l i ab i l i t i e s—the excess of t h e 
one over t h e o the r showing t h e profi t or l o s s ; t he proof of 
t h e accuracy of same, t h o u g h t h e same r e su l t be ing a r ­
r ived a t t h r o u g h t h e profit a n d loss accoun t be ing en t i r e ly 
w a n t i n g . 
Of m i n o r i m p o r t a n c e also is t h e fact t h a t t h e m a t h e m a t ­
ica l accuracy of t h e p o s t i n g is i n s ingle e n t r y bookkeep­
i n g u n d e m o n s t r a b l e in t r i a l ba l ance fo rm, as in double 
e n t r y . 
I I . Descr ibe the fo l lowing a n d show w h e r e i n they dif­
f e r : (a) t r i a l ba lance , (b) ba lance sheet , ( c ) s t a t e m e n t 
of affairs, (d) r ea l iza t ion a n d l i q u i d a t i o n account . 
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(a) T h e " t r i a l b a l a n c e " is a n ex t r ac t f rom t h e l edge r 
of a l l t h e ba l ances—deb i t a n d credi t . I f t h e p o s t i n g h a s 
been correct ly pe r fo rmed , t he t o t a l of al l t h e debi t ba l ­
ances wil l exact ly equa l t h e t o t a l of t h e credi t ba lances . 
(b) T h e ba lance sheet is a n exh ib i t of al l t h e assets a n d 
l iabi l i t ies of a business a t a p a r t i c u l a r m o m e n t of t i m e in 
s u m m a r i z e d form. ( c ) A s t a t e m e n t of affairs is a n ex­
h ib i t of t h e assets a n d l iabi l i t ies of a n inso lvent concern , 
showing on t h e one side in s u m m a r i z e d fo rm t h e n o m i n a l 
assets as t a k e n f rom t h e L e d g e r ex tended in to a second 
c o l u m n s t a t i n g the a m o u n t they a re expected to r e a l i z e ; 
on t h e o ther , t h e l iabi l i t ies ex tended i n t o a second c o l u m n 
s t a t i n g t h e a m o u n t s wh ich a re expected to r a n k . P r e f e r r e d 
c la ims a re deduc t ed f rom the assets, a n d t h e excess of t h e 
l iabi l i t ies over t h e assets is t h e a m o u n t of t h e deficiency, or 
m e a s u r e of insolvency. (d) A rea l i za t ion a n d l i qu ida t i on 
accoun t is des igned to show in condensed fo rm t h e r e su l t 
of t h e w i n d i n g u p of t h e affairs of a bus iness . I t is 
c h a r g e d w i t h t h e to t a l a m o u n t of t h e assets a n d c red i t ed 
w i t h the t o t a l a m o u n t of t h e l iabi l i t ies , exclusive of capi ­
t a l . I t i s cha rged w i t h the a m o u n t expended to l i q u i d a t e 
t h e l iabi l i t ies , t oge the r w i t h a n y expenses a t t e n d a n t t h e r e ­
on, a n d c red i t ed w i t h t h e t o t a l a m o u n t real ized by t h e as ­
sets. I f t h e debi t s ide exceed t h e credi t , t h e excess is a 
loss a n d shou ld be c red i t ed to t h e accoun t a n d c h a r g e d 
aga ins t cap i ta l . I n those very except iona l cases whe re t h e 
c red i t side exceeds t h e debi t , t h e difference should be 
deb i ted to t h e accoun t a n d c red i ted to cap i t a l . T o s u m u p , 
whi le t h e " t r i a l b a l a n c e " con ta ins t h e ba lances of a l l t h e 
accoun t s i n t h e ledger , n o m i n a l a n d rea l , t h e " b a l a n c e 
s h e e t " con ta ins only t h e rea l a n d pe r sona l accoun ts i n t o ­
t a l s . T h e " s t a t e m e n t of af fa i rs" g r o u p s t h e assets a n d l i a ­
bi l i t ies as shown in t h e ba lance sheet w i t h e s t ima te s as t o 
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t h e ac tua l a m o u n t s to be real ized a n d l i q u i d a t e d ; a n d t h e 
" r e a l i z a t i o n a n d l i qu ida t i on a c c o u n t " records t h e a c t u a l 
t r a n s a c t i o n s w i t h t h e r e s u l t a n t inc rease or decrease of 
cap i t a l . 
I I I . I n dev i s ing a sys tem of accoun t s for a bus iness , 
w h a t a r e t h e m a i n subjects for cons ide ra t ion , a n d i n w h a t 
o r d e r should t hey h a v e a t t e n t i o n ? 
I n dev i s ing a sys t em of accounts for a n y bus iness two 
p r i n c i p a l cons ide ra t ions m u s t be cons t an t ly b o r n e i n m i n d : 
( 1 ) T h e r e c o r d of every t r a n s a c t i o n m u s t be expl ic i t a n d 
self e x p l a n a t o r y ; ( 2 ) every t r a n s a c t i o n m u s t be p rope r ly 
classified, so t h a t t h e t o t a l r esu l t s for a n y pe r iod m a y be 
ob t a ined w i t h faci l i ty . 
I n a s m u c h as t h e e n d of classification of sources of i n ­
come a n d e x p e n d i t u r e is t o d e t e r m i n e u l t i m a t e l y t h e 
a m o u n t of profi t or loss i n t h e sales of i n d i v i d u a l d e p a r t ­
m e n t s of a bus iness , or of s epa ra t e classes of goods, t h e 
revenue accounts shou ld be so des igned as to read i ly fu r ­
n i s h such i n f o r m a t i o n . T h e i n t r o d u c t i o n of c o l u m n a r 
cash books, j o u r n a l s , a n d sales books wou ld be i m p o r t a n t 
fac tors i n t h i s , as wel l as m i n i m i z i n g t h e m e c h a n i c a l l abor 
of pos t ing . N e x t shou ld come t h e divis ion of t h e accounts 
i n t h e gene ra l , p u r c h a s e , a n d sales l e d g e r s ; each of wh ich 
shou ld be m a d e "self b a l a n c i n g . " A p r o p e r sys tem of in ­
t e r n a l check shou ld be a r r a n g e d for to ensu re as f a r as 
possible t h e de tec t ion of u n i n t e n t i o n a l or f r a u d u l e n t er­
ro r s . F i n a l l y , t h e h a n d l i n g of t h e cash shou ld be such 
as to cal l for t h e depos i t i n t h e b a n k of every a m o u n t r e ­
ceived, a n d t h e p a y m e n t of every a m o u n t by check, except 
p e t t y cash i t ems . 
I V . Descr ibe t h e fol lowing a n d show where in t hey dif­
f e r : (a) r evenue account , (b) t r a d i n g account , ( c ) profit 
a n d loss accoun t , (d) deficiency account . 
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(a) A revenue account is used by n o n - t r a d i n g con­
cerns to d e t e r m i n e t h e a m o u n t of ne t income earned . I t 
is cha rged ( a t t h e end of a fiscal p e r i o d ) w i t h the debi t 
ba lances of a l l t h e n o m i n a l accoun ts a n d c red i ted w i t h 
those w i t h c red i t ba lances . T h e excess of t he c red i t s ide 
over t h e debi t s ide of t h e account ind ica tes t h e a m o u n t of 
t h e ne t r evenue . (b) A t r a d i n g account is des igned t o 
show t h e gross profit on t r a d i n g , i. e., t h e t o t a l excess of 
t h e a m o u n t cha rged for goods sold over t h e i r p u r c h a s e 
pr ice , t oge the r w i t h a n y expense a t t e n d a n t on t he i r acquis i ­
t ion . I t is cha rged w i t h t h e a m o u n t of t h e i nven to ry on 
h a n d a t t h e c o m m e n c e m e n t of a fiscal per iod , a n d w i t h 
t h e cost of a l l goods p u r c h a s e d d u r i n g t h e same. I t is 
c red i ted w i t h a l l sales a n d w i t h t h e inven to ry a t t h e e n d 
of t h e p e r i o d — t h e excess of t h e c red i t side over t h e debi t 
is t h e a m o u n t of t h e gross profit . ( c ) T h e profit a n d 
loss accoun t is t h e revenue account of a t r a d i n g bus iness , 
a n d is used to d e t e r m i n e by p r e p o n d e r a n c e of ba l ance of 
t h e n o m i n a l accounts (a l l of wh ich are per iodica l ly closed 
ou t i n t o i t ) t h e a m o u n t of t h e n e t profi t for t h e pe r iod 
u n d e r review. I t is first c red i ted wi th t h e a m o u n t of gross 
profi t , as shown by t h e m e r c h a n d i s e or t r a d i n g account , a n d 
c h a r g e d a n d c red i ted w i t h t h e debi t a n d credi t ba lances r e ­
spect ively of t h e n o m i n a l accounts . T h e excess of t h e 
c red i t s ide over t h e debi t is t he a m o u n t of t he ne t profit . 
(d) A deficiency account is , or should be, t h e r e g u l a r ac­
c o m p a n i m e n t of a s t a t e m e n t of affairs. I t is cha rged w i t h 
t h e deficiency shown by t h e s t a t e m e n t of affairs, a n d w i t h 
t h e a m o u n t of t h e cap i t a l account . I t is c red i ted w i t h t h e 
sh r i nkages as exh ib i ted i n t h e difference be tween the n o m i ­
n a l assets a n d t h e a m o u n t s t hey a re expec ted to r e a l i z e ; 
w i t h t h e expenses of t h e bus iness , a n d w i t h t h e a m o u n t 
w i t h d r a w n f rom the business by m e m b e r s of t h e firm. T h e 
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accoun t shou ld t h e n ba lance exact ly . I t is des igned to 
show i n condensed f o r m w h a t has become of t h e cap i t a l i n ­
vested a n d how t h e deficiency was caused. 
V . S t a t e t h e purposes for wh ich series of p e r p e n d i c u l a r 
co lumns a re employed i n books of o r ig ina l e n t r y a n d how 
these purposes m a y be accompl ished re la t ive to t h e follow­
i n g c o n d i t i o n s : (a) several l edgers c o m p r e h e n d e d i n one 
sys tem of accounts , ( b ) several d e p a r t m e n t s compre ­
h e n d e d i n one bus iness , ( c ) several accounts c o m p r e h e n d e d 
in i ncome a n d e x p e n d i t u r e . 
T h e g e n e r a l p u r p o s e of t h e c o l u m n a r sys tem in 
books of o r ig ina l e n t r y is first to fac i l i t a te classification 
a n d analys is , a n d second to m i n i m i z e t h e a m o u n t of pos t ­
i n g . 
(a) W h e r e several l edgers a re c o m p r e h e n d e d i n one 
sys tem of accounts , by m e a n s of t h e c o l u m n a r sys tem, t h e 
t o t a l a m o u n t c h a r g e d a n d c red i ted i n each l edger can be 
seen a t a g lance , a n d by these to t a l s a n a d j u s t m e n t ac­
c o u n t for each l edge r can be kep t , r e n d e r i n g each self-bal­
a n c i n g . 
( b ) W h e r e several d e p a r t m e n t s a re c o m p r e h e n d e d i n 
one bus iness , t h e c o l u m n a r sys tem a d m i t s of t h e ana lys i s of 
t h e income, e x p e n d i t u r e , a n d profi t or loss a t t e n d i n g t h e 
conduc t of each d e p a r t m e n t separa te ly . 
( c ) W h e r e several accounts a re c o m p r e h e n d e d in in ­
come a n d expend i tu r e , t h e c o l u m n a r sys tem read i ly a d a p t s 
i tself t o t h e mos t m i n u t e classification, affording expl ic i t 
i n f o r m a t i o n on po in t s of de ta i l whi le c u r t a i l i n g t h e l abor 
of pos t ing . 
V I . Descr ibe t h e fo l lowing a n d show w h e r e i n they dif­
f e r : (a) s t a t e m e n t of income a n d e x p e n d i t u r e , ( b ) s t a te ­
m e n t of rece ip ts a n d p a y m e n t s . 
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(a) A s t a t e m e n t of income a n d e x p e n d i t u r e is an ­
o the r des igna t ion for a revenue account . I t is cha rged 
w i t h al l expenses for t h e per iod u n d e r review, w h e t h e r 
ac tua l ly pa id or not , a n d c red i ted wi th al l i t e m s of income 
e a r n e d w h e t h e r received or n o t — t h e excess of t h e c red i t 
s ide over the debi t i n d i c a t i n g t h e ne t income. F r o m th i s , 
a n d f rom the answer to ques t ion N o . 4, i t wi l l be seen t h a t 
t h r e e different t e r m s a rc appl ied to v i r tua l ly the same ac­
c o u n t — t h e resul t s be ing n e t revenue , ne t profit a n d n e t 
i ncome . 
( 5 ) A s t a t e m e n t of receipts a n d p a y m e n t s is a cash 
s t a t e m e n t in s u m m a r i z e d fo rm showing t h e cash on h a n d 
a t t h e b e g i n n i n g of a fiscal per iod , a n d t h e to t a l rece ip ts 
a n d p a y m e n t s u n d e r classified h e a d i n g s d u r i n g t h e p e r i o d ; 
t h e excess of rece ip ts over expend i tu r e s , showing t h e ba l ­
ance of cash on h a n d at the end of t h e per iod . 
V I I . Descr ibe a m e t h o d of keep ing accounts so t h a t 
t h e agg rega t e s u m s due f rom cus tomers a n d due to c red­
i tors can be known w i t h o u t p r e p a r i n g a schedule of t he ac­
coun t s of such cus tomers and c red i to rs , a n d so t h a t a n 
i n d e p e n d e n t ba lance of the ledger , c o n t a i n i n g only t h e rea l , 
n o m i n a l , special a n d con t ro l l ing accounts , exclusive of t he 
i n d i v i d u a l accounts of cus tomers a n d of t r a d e c red i to r s 
m a y be t aken . 
W h e r e sepa ra te ledgers a rc k e p t for c u s t o m e r s a n d 
c red i to rs , a n i n d e p e n d e n t ba lance of t h e g e n e r a l l edger 
can be t a k e n off c o n t a i n i n g t h e to t a l a m o u n t due by cus­
t o m e r s a n d to c red i to r s by c o n s t r u c t i n g con t ro l l i ng ac­
counts . S u p p o s i n g t h e gene ra l l edger t o be correc t ly 
pos t ed if two accounts be opened, one cal led cus tomer s ' con­
t r o l l i n g account , a n d t h e o ther c red i to r s ' con t ro l l i ng ac­
c o u n t ; if t he f o r m e r be c h a r g e d w i t h t h e t o t a l a m o u n t d u e 
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by cus tomers a n d t h e l a t t e r c red i ted w i t h t h e a m o u n t due 
t o c red i to r s t he g e n e r a l l edge r wou ld ba l ance by itself. 
T a k i n g t h e cus tomer s ' con t ro l l ing a c c o u n t ; if a t t h e e n d 
of t h e m o n t h t h i s be c red i t ed w i t h t h e t o t a l a m o u n t of 
cash received f rom cus tomers a n d d i scoun t a l lowed as 
shown by t h e to ta l s of t h e cash book a n d w i t h t o t a l a m o u n t 
of m e r c h a n d i s e r e t u r n e d , if i t be also c h a r g e d w i t h t h e 
t o t a l a m o u n t of m e r c h a n d i s e sold as shown by t h e sales 
book, t h e excess of t h e debi t side over t h e c red i t wou ld 
show t h e a g g r e g a t e a m o u n t due by cus tomers . I n o ther 
words , if t h e ba lances of t h e c u s t o m e r s ' l edger accoun ts 
were t a k e n off, t h e t o t a l would exact ly cor respond w i t h t h e 
t o t a l a m o u n t of t h e con t ro l l i ng accoun t ba lance in t h e gen­
e ra l ledger . T h e same p r i n c i p l e a p p l i e d t o t h e c red i to r s ' 
c o n t r o l l i n g accoun t would show a ba lance i n d i c a t i n g t h e 
a g g r e g a t e a m o u n t due to c red i to rs . T h u s a comple te t r i a l 
ba lance could be t a k e n f rom t h e gene ra l l edge r a n d t h e 
a m o u n t s due by cus tomers a n d to c red i to rs shewn w i t h o u t 
t h e necessi ty of w a i t i n g for de ta i led ba lances f rom t h e 
several cus tomers ' a n d c red i to r s ' l edgers . T h e i m p o r t a n c e 
of t h i s , where t h e pe r sona l ledgers con ta in several t h o u ­
sand accounts , can scarcely be over-es t imated . 
V I I I . Define a n d d i f f e ren t i a t e : (a) c a p i t a l a n d reve­
n u e , (b) c ap i t a l rece ip ts a n d revenue rece ip ts , ( c ) cap i t a l 
e x p e n d i t u r e a n d revenue e x p e n d i t u r e . 
(a) Cap i t a l i n i ts b roades t sense is t h e excess of t h e 
assets over t h e l iabi l i t ies of a business . I t is of ten 
defined as t h e a m o u n t inves ted in a business . B u t i t m u s t 
be bo rne in m i n d t h a t i t is a f l uc tua t ing q u a n t i t y , i nc reas ­
i n g or decreas ing f rom day to day accord ing as ga ins or 
losses a re m a d e . Revenue is (o r should be) t h e r e s u l t a n t 
of t h e j ud i c ious e m p l o y m e n t of cap i ta l . A t t h e end of 
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every fiscal pe r iod revenue by t r a n s f e r becomes cap i t a l 
accre t ion . 
(b) Cap i t a l receipts are t h e a m o u n t s received for em­
p l o y m e n t i n a business w i t h t h e object of e a r n i n g a reve­
n u e . T h e y cons t i t u t e in t h e case of a corpora t ion t h e assets 
c o n t r i b u t e d as value for cap i t a l stock. Revenue rece ip ts 
a r e al l t he o the r sources of income of a business . 
( c ) C a p i t a l e x p e n d i t u r e is s imply t h e r ep l acemen t of 
one species of assets by ano the r . 
Revenue e x p e n d i t u r e is w h a t is spen t to e a r n a r evenue . 
T h e excess of r evenue rece ip ts over revenue e x p e n d i t u r e 
cons t i tu tes t h e ne t r evenue , income, or profi t of a bus iness . 
T h e d i s t i nc t ion be tween cap i t a l a n d revenue e x p e n d i t u r e 
m a y a g a i n be briefly s t a t ed t h u s : Cap i t a l e x p e n d i t u r e 
appea r s u p o n t h e ba lance sheet , whi le revenue e x p e n d i t u r e 
is closed out i n to t h e profit a n d loss account . 
I X . H o w m a y t h e accounts i n a t r i a l ba lance be best a r ­
r a n g e d to fac i l i ta te t h e p r e p a r a t i o n of a bus iness a n d 
financial s t a t e m e n t ? 
(a) Real A c c o u n t s ; ( b ) Revenue or N o m i n a l A c c o u n t s ; 
( c ) P e r s o n a l A c c o u n t s : ( 1 ) Cus tomers , ( 2 ) Cred i to r s . 
X . Define a n d d i f f e ren t i a t e : (a) fixed assets a n d cash 
assets , (b) fixed l iab i l i ty a n d f loat ing indeb tedness , ( c ) 
fixed charges a n d o p e r a t i n g expenses . 
(a) F i x e d assets a re those whose r e t e n t i o n is essen­
t i a l to t h e c a r r y i n g on of a bus iness—e . g., p l a n t a n d m a ­
ch inery , f u r n i t u r e a n d fixtures, &c. Cash assets a re those 
wh ich consist of cash or can be read i ly conver ted t h e r e i n t o . 
e. g., Bi l l s Receivable, Accoun t s Receivable, &c. T h e y 
cons t i t u t e t h e rea l work ing cap i t a l of a business . 
( b ) F i x e d l iabi l i t ies a r e those which a re cons t an t a n d do 
n o t o rd ina r i l y f luctuate , e. g., cap i t a l stock, bonds , &c. 
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F l o a t i n g indeb tedness impl i e s all o the r l iabi l i t ies , such 
a s Bi l ls P a y a b l e , Accoun t s P a y a b l e , &c. 
(c ) F i x e d charges a re those wh ich r ecu r per iod ica l ly as 
a f i rs t -charge a g a i n s t income, viz., i n t e r e s t on bonds , e tc . 
O p e r a t i n g expenses are those i n c u r r e d in e a r n i n g a 
revenue . 
X I . Descr ibe t h e fo l lowing k i n d s of a c c o u n t s : (a) pe r ­
sona l , (b) i m p e r s o n a l , (c ) rea l , (d) n o m i n a l , (e) c u r r e n t , 
( f ) s u m m a r y . 
(a) P e r s o n a l — w i t h persons . 
(b) I m p e r s o n a l — a l l o the r s . 
( c ) R e a l — t h o s e r e p r e s e n t i n g va lue . 
(d) N o m i n a l — t h o s e r e g a r d i n g r evenue income a n d 
e x p e n d i t u r e . 
(e) C u r r e n t — l i t e r a l l y r u n n i n g — o n e c o n t a i n i n g charges 
a n d c r e d i t s usua l ly r ende red for special ly agreed on pe r iods . 
( f ) S u m m a r y — t h e va r ious i t ems of e x p e n d i t u r e a n d in­
come for a fiscal pe r iod expressed in to ta l s . 
X I I . Descr ibe t h e process a n d s t a te some of t h e p u r ­
poses of a n a l y z i n g a ledger . 
W h e r e books of o r ig ina l e n t r y have been lost or 
des t royed a n d f r a u d is suspected t h e somewha t t ed ious 
p r o c e d u r e of a n a l y z i n g t h e ledger is adop ted . T h e m e t h o d 
p u r s u e d is as fo l lows : A sheet of p a p e r is r u l e d w i t h as 
m a n y c o l u m n s for debi ts a n d credi t s as t h e r e a re i t ems 
in t h e books of o r ig ina l e n t r y . T w o ex t ra co lumns a re p r o ­
vided for t h e debi t a n d c red i t ba lances of a l l t h e accounts 
a t t h e c o m m e n c e m e n t of t h e per iod f rom which t h e ana lys i s 
is to s t a r t . E a c h charge a n d c red i t i n every account is 
en t e r ed u n d e r i t s p rope r c o l u m n a n d t h e ba lance (deb i t or 
c r ed i t ) is shown i n co lumns p rov ided for same. A t t h e 
end of t h e per iod , w h e n t h e to t a l s of t he c o l u m n s i n t h e 
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ana lys i s sheet a r e comple ted they shou ld agree w i t h t h e 
to t a l s of t h e books of o r ig ina l e n t r y as shown i n t h e n o m i ­
n a l accounts i n t h e l edge r—or if p rocurab le , w i t h t h e t o t a l s 
shown in t h e books of o r ig ina l e n t r y themselves . 
X I I I . Descr ibe t h e n a t u r e of t h e fol lowing a c c o u n t s : 
(a) s i n k i n g fund , (b) reserve f u n d , ( c ) r e d e m p t i o n 
f u n d , (d) dep rec ia t ion fund , (e ) c o n t i n g e n t fund , (f) i n ­
v e s t m e n t fund . 
(a) A s i n k i n g fund is fo rmed by s e t t i n g aside pe r iod­
ical ly a n d inves t i ng such a s u m as wi l l i n a given 
t i m e a m o u n t to t h e t o t a l of a s ta ted indeb tedness w h i c h i t 
is des i red to d i scharge . I t would be well if m o r e d i sc r im­
i n a t i o n were shown in accoun tancy n o m e n c l a t u r e — s o as t o 
m a k e a c lear d i s t i nc t ion between a " f u n d " a n d a n " a c ­
c o u n t " ; t he gener ic difference be tween t h e m be ing t h a t 
t h e fo rmer should a lways appea r as a debi t b a l a n c e : t h e 
l a t t e r as a credi t . A " f u n d " should a lways r a n k as a cash 
a s s e t ; a n " a c c o u n t " w i t h a c redi t ba lance , whi le r ep re sen ted 
by some po r t i on of t h e assets i n excess of al l o ther l i ab i l i ­
t ies , m a y no t always be t h u s avai lable . 
( b ) A reserve f u n d is fo rmed by a cha rge to r evenue 
pe r iod ica l ly of such a n a m o u n t as m a y be deemed necessary 
t o ho ld in reserve for some specific pu rpose . 
(c) A R e d e m p t i o n f u n d is t r e a t e d in t h e same way as a 
s i n k i n g f u n d a n d p rac t i ca l ly m e a n s t h e same t h i n g . 
(d) A deprec ia t ion f u n d is f o r m e d by a cha rge t o rev­
e n u e a n d pe r iod ica l ly i nves t i ng a c e r t a i n p e r c e n t a g e of t h e 
book va lue of p l a n t , m a c h i n e r y , etc. , to r ep lace same w h e n 
w o r n out . 
(e) A c o n t i n g e n t f u n d is fo rmed i n t h e same way , b u t 
is n o t reserved for a n y specific pu rpose . 
( f ) A n i n v e s t m e n t f u n d is t h a t p o r t i o n of t h e assets of 
a conce rn w h i c h is inves ted ou t s ide t h e bus iness . 
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X I V . Define t h e fo l l owing : (a) stock, (b) capital, (c) 
surplus, (d) deficiency, (e) capital stock, (f) preferred 
stock, (g)common stock, (h) share capital, (i) loan capital 
(a) S tock is t h e gener i c t e r m app l i ed t o a l l fo rms of 
sha re cap i t a l . 
(b) C a p i t a l i n a n o r d i n a r y bus iness is t h e excess of 
assets over l iab i l i t ies . I n a co rpora t ion i t is t h e a m o u n t of 
i t s sha re cap i t a l . 
( c ) S u r p l u s , as app l i ed to co rpora t ions , is t h e excess of 
assets over l iabi l i t ies i n c l u d i n g cap i t a l s t o c k ; i t is rea l ly 
u n d i s t r i b u t e d profit . 
(d) Deficiency occurs when t h e cap i t a l is i m p a i r e d , i. e. 
when the assets do n o t equa l t h e l iab i l i t ies , i n c l u d i n g cap i ­
t a l stock as a l i ab i l i ty . 
(e) C a p i t a l stock is t h e t e r m app l i ed to t h e share cap i t a l 
of a co rpora t ion a u t h o r i z e d — a s s ta ted in i t s a r t ic les of i n ­
corpora t ion . I t is r ep re sen t ed by sha re cert if icates of 
specified p a r va lue . 
(f) P r e f e r r e d stock en t i t l es t h e ho lde r s to a. fixed r a t e of 
d iv idend before a n y be pa id to c o m m o n stock ho lde rs . I t is 
d iv ided i n t o two c lasses : c u m u l a t i v e a n d n o n - c u m u l a t i v e . 
I n t h e fo rmer ease if a d iv idend be n o t ea rned in one fiscal 
pe r iod i t becomes a l iab i l i ty on t h e n e x t ; i n t h e l a t t e r , if 
t h e d iv idend be n o t e a r n e d no l iab i l i ty on such i t e m is 
i n c u r r e d . 
(g) C o m m o n S tock is t h e o r d i n a r y share cap i t a l of a 
co rpora t ion e n t i t l i n g t h e ho lde r to such a sha re in t h e 
profits i n t h e f o r m of d iv idends as m a y be dec la red by t h e 
d i rec to r s a f te r d iv idends on p r e f e r r e d stock have been p a i d . 
I t m i g h t be as well t o a d d h e r e t h a t i n t h e event of t h e 
d isso lu t ion of a co rpora t ion , p r e f e r r e d stock ho lde r s have 
o r d i n a r i l y n o p r i o r r i g h t over c o m m o n stock ho lde r s i n t h e 
d i s t r i b u t i o n of s u r p l u s assets . 
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(h) S h a r e cap i ta l is t h e t e r m app l ied to a l l classes of 
c a p i t a l stock of a co rpora t ion ev idenced by share certifi­
cates. 
(i) L o a n cap i t a l is money inves ted in a bus iness , or bor­
rowed t e m p o r a r i l y to be p a i d a t some specified da te . 
X V . Descr ibe t h e n a t u r e of t h e fo l lowing a c c o u n t s : (a) 
m e r c h a n d i s e , (b) cons t ruc t ion , ( c ) cons ignmen t , (d) j o i n t , 
(e) subscr ip t ion , ( f ) expense, (g) m a i n t e n a n c e , (h) ven­
t u r e , (i) suspense, ( j ) d iv idend . 
(a) T h e M e r c h a n d i s e A c c o u n t is, as o r d i n a r i l y kep t , 
n o n d e s c r i p t ; be ing w h e n act ive p a r t l y r e a l a n d p a r t l y 
n o m i n a l ; b u t w h e n closed i t becomes a rea l account , t h e 
ba lance r e p r e s e n t i n g i nven to ry . I t is des igned to show t h e 
gross profit on t r a d i n g . I t is debi ted w i t h t h e stock on 
h a n d a t t h e c o m m e n c e m e n t of a fiscal per iod , w i t h a l l p u r ­
chases , a n d i t ems r e t u r n e d by cus tomers . I t is c red i ted 
w i t h sales, w i t h r e t u r n s to c red i to rs , a n d w i t h i nven to ry at 
close of said per iod . T h e excess of t h e c red i t s ide over t h e 
deb i t shows t h e gross profit wh ich is ca r r i ed to profit a n d 
loss account . 
(b) T h e Cons t ruc t ion A c c o u n t is kep t to show t h e cost 
of c o n s t r u c t i n g b u i l d i n g s , p l a n t , r a i l r o a d beds , &c. I t is 
c h a r g e d w i t h a l l expenses connec ted w i t h such work. 
( c ) A C o n s i g n m e n t Accoun t is s imp ly a t r a d i n g account 
k e p t to show t h e profit or loss on goods cons igned to ano­
t h e r p a r t y for sale. I t is cha rged w i t h goods consigned, 
w i t h cons ignee ' s expenses , commiss ion , etc. , a n d c red i ted 
wi th sales. I f a profi t is shown, i t is closed ou t i n t o t h e 
profi t a n d loss account . 
(d) A J o i n t Accoun t is a t r a d i n g account of two pe r sons 
— p a r t n e r s i n a special t r a n s a c t i o n . T h e profi t o r loss 
shown is c red i t ed p r o r a t a t o t h e cap i t a l or pe r sona l ac­
counts of those jo in t ly in te res ted . 
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(e ) S u b s c r i p t i o n Accoun t is c h a r g e d w i t h t h a t p o r t i o n 
of t h e cap i t a l s tock of a co rpo ra t i on wh ich is offered for 
sale . I t is c r ed i t ed w i t h subscr ip t ions as received. 
( f ) E x p e n s e Accoun t is a gener ic t e r m app l i ed to those 
i t e m s of r evenue e x p e n d i t u r e whose classification is n o t 
specifically a r r a n g e d for. 
(g) M a i n t e n a n c e is t h e t e r m app l ied to a n account 
wh ich is c h a r g e d w i t h those e x p e n d i t u r e s necessary to keep 
i n w o r k i n g order , i. e., to maintain p l a n t , f ixtures, b u i l d ­
ings , &c. 
(h) A V e n t u r e Accoun t is a t r a d i n g account , c o n t a i n i n g 
t h e p a r t i c u l a r s of some t r a n s a c t i o n ou t s ide t h e r e g u l a r 
bus iness of a firm. I t is cha rged w i t h t h e cost of p u r c h a s e , 
a n d expense , a n d c red i ted w i t h sales. I t is a c o m b i n a t i o n 
of a m e r c h a n d i s e a n d profit a n d loss account . 
(i) A Suspense Accoun t is des igned to c o n t a i n a l l i t e m s 
whose u l t i m a t e col lect ion is doub t fu l . W h e n a n account 
is f o u n d uncol lec tab le , i t should , a t t h e end of a fiscal 
pe r iod , be c r e d i t e d to Suspense A c c o u n t a n d c h a r g e d to 
profit a n d loss. 
( j ) D i v i d e n d Accoun t s a re n u m b e r e d consecut ively. 
W h e n a d iv idend is dec lared , i t shou ld be cha rged to S u r ­
p l u s A c c o u n t a n d c red i t ed to D i v i d e n d Accoun t . W h e n 
checks a re m a i l e d to s tockholders , t h e y shou ld be c h a r g e d 
to D i v i d e n d A c c o u n t t h r o u g h t h e cash b o o k — t h u s c los ing 
t h e account . 
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June 1897. 
I . Descr ibe t h e p r i n c i p a l books of account of some 
concern w i t h which you a re f ami l i a r , a n d show the r e l a t i on 
a n d connec t ion of these books. 
F o r a n o r d i n a r y wholesale t r a d i n g e s t ab l i shmen t t h e 
fol lowing books would be requ i red . T h e i r i n t e r - r e l a t i on 
a n d connect ion a re shown seriatim: 
( a ) Stock book to con t a in i temized de ta i l s of m e r c h a n ­
dise p u r c h a s e d , w i t h cost of same, da te of p u r c h a s e a n d 
da te of sale. 
(b) Invoice book, i n wh ich to pas te a l l bil ls of goods 
pu rchased . T o t a l s should be ex t ended a n d added m o n t h l y . 
T h e to t a l pu rchase s should be cha rged to m e r c h a n d i s e ac­
c o u n t a n d t h e i t ems c red i t ed to t h e firms f rom w h o m t h e 
goods were pu rchased . B y some firms a pu rchase j o u r n a l is 
u s e d ins tead . By m e a n s of t h i s a carefu l ana lys i s of goods 
p u r c h a s e d can be m a d e in separa te co lumns , a n d the to ta l s 
c h a r g e d to t h e several d e p a r t m e n t s of a bus iness . 
( c ) D a y book or sales book, i n wh ich should be en t e red , 
or copied, p a r t i c u l a r s of m e r c h a n d i s e sold prev ious t o 
c h a r g i n g same to debtors i n ledger a n d c r e d i t i n g to t a l t o 
m e r c h a n d i s e account . 
(d) J o u r n a l for a l l en t r i e s for wh ich no s epa ra t e book 
of o r ig ina l e n t r y is kep t . 
(e) Cash book—in which to record al l moneys received 
a n d p a i d prev ious to p o s t i n g in ledger . D i scoun t s a l lowed 
a n d received shou ld also be en t e r ed here . 
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( f ) B i l l s Receivable a n d Bi l l s P a y a b l e B o o k — i n w h i c h 
t o record p a r t i c u l a r s of no tes g iven a n d received p rev ious 
t o c h a r g i n g a n d c r e d i t i n g s ame to Bi l l s Receivable a n d 
B i l l s P a y a b l e accoun t s i n ledger . 
(g) P a y Ro l l B o o k — t o c o n t a i n de ta i l s of wages a n d 
sa la r ies pa id . 
(h) C red i t B o o k — d i v i d e d so as to con ta in p a r t i c u l a r s 
of goods r e t u r n e d by deb to r s a n d to c red i to r s p rev ious 
to pos t ing i n ledger . 
(i) D o u b t f u l Accoun t s L e d g e r — t o con t a in accoun ts 
whose u l t i m a t e rea l i za t ion is doub t fu l . 
(j) L e d g e r s — P u r c h a s e , Sales , G e n e r a l a n d P r i v a t e . 
(k) T r i a l B a l a n c e book—in wh ich to p rese rve a r eco rd 
of t h e m o n t h l y ba lances of al l accounts i n l edger . 
I I . W h a t va r ious m e a n i n g s m a y a n e n t r y in a l e d g e r 
accoun t have , on (a) t he debi t side, (b) t h e credi t s ide? 
(a) O n t h e debi t side a ledger e n t r y m a y m e a n ( 1 ) 
a c h a r g e for m e r c h a n d i s e sold to a debtor or r e t u r n e d to a 
c r e d i t o r ; ( 2 ) cash p a i d to a c red i to r , or d i scount c h a r g e d ; 
( 3 ) a no t e payab le cha rged to a c r e d i t o r ; ( 4 ) t o t a l cash 
received d u r i n g t h e m o n t h ; t o t a l m e r c h a n d i s e p u r c h a s e d 
or r e t u r n e d by debtors d u r i n g s ame p e r i o d ; t o t a l d i scoun t s 
a l lowed to deb to r s , or to ta l e x p e n d i t u r e u n d e r specific heads 
— e i t h e r cap i t a l o r r e v e n u e ; ( 5 ) t o t a l a m o u n t of no tes r e ­
ceivable received f rom cus tomers i n s e t t l emen t of t h e i r 
accoun t s d u r i n g t h e m o n t h . 
(6 On t h e c red i t side a l edger e n t r y m a y m e a n : 
( 1 ) A bil l of goods p u r c h a s e d f rom a c red i to r , o r t o t a l 
sales for a m o n t h to debtors , or t o t a l a m o u n t of m e r c h a n ­
dise r e t u r n e d to c r e d i t o r s ; ( 2 ) cash pa id by a deb to r or 
d i s coun t c red i ted to h i m ; ( 3 ) a no t e receivable c red i t ed t o 
a d e b t o r ; ( 4 ) t o t a l cash e x p e n d e d d u r i n g the m o n t h ; t o t a l 
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discount a l lowed by c r e d i t o r s ; ( 5 ) to ta l a m o u n t of bi l ls 
payable given to c red i to rs d u r i n g t h e m o n t h ; ( 6 ) t o t a l 
c a p i t a l ; ( 7 ) s u r p l u s ; ( 8 ) r e v e n u e ; ( 9 ) o the r l iabi l i t ies 
u n d e r specific h e a d i n g s . 
I I I . Show the advan t ages a n d t h e d i sadvan tages of t h e 
co lumn system for books of o r ig ina l e n t r y . 
T h e p r i n c i p a l advan tages a r e : ( 1 ) t he ease w i t h 
wh ich t h o r o u g h n e s s of classification is s e c u r e d ; ( 2 ) t h e 
e n o r m o u s sav ing of labor i n p o s t i n g ; a n d ( 3 ) t h e conse­
q u e n t lessening of t h e p robab i l i ty of e r ro r s i n p o s t i n g r e ­
s u l t i n g the re f rom. T h e s e advan t ages ou tweigh t h e d i sad­
v a n t a g e s of t h e system, which a re t h e ever p resen t possibi l ­
i ty a n d l ikel ihood of en t r i e s b e i n g m a d e in w r o n g co lumns , 
a n d t h e consequent en l a rged o p p o r t u n i t y for f r a u d u l e n t 
en t r i e s on t h e p a r t of a d i shones t employee. 
I V . Descr ibe t h e process of closing t h e ledger of a m e r ­
can t i l e firm. 
T h e t r i a l ba lance h a v i n g been t e s t ed a n d f o u n d cor­
rec t , t h e inven to ry of stock on h a n d is c red i ted to m e r c h a n ­
dise account , a n d the gross profit d e t e r m i n e d a n d ca r r i ed 
t o t h e credi t of profit a n d loss account . T h e a m o u n t of t h e 
i nven to ry is t h e n b r o u g h t down as a debi t ba lance in m e r ­
chand i se account , t he reby conve r t i ng i t i n to a rea l account . 
A p r o p e r p e r c e n t a g e is cha rged off p l a n t a n d m a c h i n e r y a n d 
f u r n i t u r e a n d fixtures t o profit a n d loss account . A l l n o m i -
n a l accounts w i t h debi t ba lances a re closed out by c r e d i t i n g 
t h e m a n d c h a r g i n g profit a n d loss a c c o u n t ; a n d al l those 
w i t h c red i t ba lances a re closed by deb i t i ng t h e m , a n d cred­
i t i n g profit a n d loss account . A reserve account should be 
c r ea t ed for b a d debts a n d d iscounts , a n d if af ter c h a r g i n g 
t h e m to the profit a n d loss account a c red i t ba lance is shown 
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t h e sa id ba lance is t h e ne t profit for t h e p e r i o d u n d e r 
review. T h i s shou ld be closed ou t a t once by c h a r g i n g 
profit a n d loss a n d c r e d i t i n g t h e cap i t a l accounts of t h e 
p r i nc ipa l s of t h e firm in t h e p ropor t ion they are en t i t l ed t o . 
V . I n w h a t ways m a y b a d or d o u b t f u l deb ts be d i s ­
posed of a t t h e close of a fiscal p e r i o d ? 
B a d debts shou ld be c h a r g e d a t once to Prof i t a n d 
Loss A c c o u n t ; b u t if doub t fu l , t hey shou ld e i the r be t r a n s ­
fe r red to a S u s p e n s e Accoun t , or i n to a " D o u b t f u l A c ­
c o u n t s " l edge r special ly r u l e d for t h a t pu rpose . Of course 
no debt shou ld be c h a r g e d to Prof i t a n d Loss A c c o u n t u n t i l 
i t has been def ini te ly a sce r t a ined t h a t i t is absolu te ly u n -
co l l ec tab le ; for once t h u s t r a n s f e r r e d i t s r e a p p e a r a n c e i n 
any shape as a n asset m a y be r e g a r d e d as doub t fu l . 
V I . W h a t a re t h e func t ions of t h e cash book? Descr ibe 
t h e pecu l i a r i t i e s of one or m o r e cash books w i t h w h i c h you 
are f ami l i a r . 
T h e func t ions of t h e cash book a re to record in de ta i l 
a n d in gross al l r ece ip t s a n d e x p e n d i t u r e s , a n d to show a t 
a n y t i m e t h e ba l ance of cash on h a n d . T h e pecu l i a r i t i e s 
of a l l cash books consist i n t h e e x t e n t to wh ich t h e c o l u m n 
sys tem is m a d e u s e of. 
B y a l i t t l e t h o u g h t t h i s m a y be so p l a n n e d as to g r e a t l y 
c u r t a i l t h e l abo r of pos t ing , t o afford cons iderable de ta i l ed 
i n f o r m a t i o n , a n d to cons t i t u t e a n indespensab le f ea tu re i n 
t h e k e e p i n g of se l f -ba lanc ing ledgers . 
V I I . I n w h a t o r d e r shou ld t h e several i t ems i n a b a l ­
ance sheet be p l a c e d ? Give r ea sons for y o u r answer . 
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T h e fol lowing is t h e p r o p e r o rde r for i t ems i n a ba l ance 
s h e e t : 
Asse t s . L iab i l i t i e s . 
1. Cash. 1. No tes payable . 
2. I n v e s t m e n t s — s e c u r i t i e s . 2. Accoun t s payab le . 
3. N o t e s receivable. 3. O t h e r l iabi l i t ies . 
4. Stock on h a n d . 4. Capi t a l . 
5. Accoun t s receivable. 
6. F u r n i t u r e a n d fixtures. 
7. P l a n t a n d m a c h i n e r y . 
T h e reason for t h i s a r r a n g e m e n t is t h a t t h e assets shou ld 
a lways a p p e a r in t h e o rde r or fac i l i ty of t h e i r r e a l i z a t i o n ; 
a n d t h a t l iabi l i t ies should s t a n d i n t h e o rde r i n w h i c h t h e y 
w o u l d o r d i n a r i l y be l iqu ida ted . 
V I I I . Desc r ibe a bi l l book a n d show i t s r e l a t i o n t o (a) 
t h e bi l ls receivable account , ( b ) t h e bills payab le accoun t . 
T h e bi l l book is genera l ly d iv ided i n t o two p a r t s : 
B i l l s Receivable a n d Bi l l s Payab l e . I t is r u l e d w i t h col­
u m n s showing da te , n a m e of m a k e r , i n whose favor d r a w n , 
d u e da te , a m o u n t s a n d a n y r e m a r k s . A no te received f rom 
a c u s t o m e r i n s e t t l e m e n t of account is en t e r ed i n 
t h e Bi l l s Receivable book a n d pos ted to t h e c red i t of 
t h e pe r son f rom w h o m received a t once. A t t h e e n d of 
t h e m o n t h t h e to t a l a m o u n t of no tes received is deb i ted i n 
t h e l edge r to Bi l l s Receivable Accoun t . O n t h e o the r 
h a n d notes g iven to c red i to r s i n s e t t l e m e n t of accoun ts 
a r e e n t e r e d in t h e bi l l book a n d cha rged to c red i to r s a t once. 
Once a m o n t h t h e t o t a l a m o u n t of no tes so p a i d ou t is 
c r ed i t ed i n t h e ledger t o B i l l s P a y a b l e Accoun t . W h e n t h e 
a m o u n t of a no t e i s received or p a i d , i t is c r ed i t ed or 
c h a r g e d i n t h e cash book t o Bi l l s Receivable or Bi l l s P a y -
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able accoun t , a n d t h e ba l ance of e i the r accoun t i n t h e 
l edge r wi l l a lways show t h e gross a m o u n t owed or owing on 
no tes . F o r schedules , r e fe rence of course has to be m a d e 
to t h e B i l l Book. 
I X . H o w shou ld one proceed to de tec t a n e r ro r i n a 
t r i a l b a l a n c e ? 
F i r s t ver i fy t h e prev ious t r i a l b a l a n c e ; check al l t h e 
foo t ings i n books of o r ig ina l e n t r y ; check al l pos t ings f r o m 
same in to l e d g e r ; check t h e t a k i n g off of l edge r ba lances , 
a n d t h e foo t ings of t he t r i a l ba lance book. I f t h i s work 
be done t h o r o u g h l y t h e e r r o r wil l gene ra l ly be de tec ted . I t 
is very i m p o r t a n t to m a k e c lear al l b l u r r e d or d o u b t f u l 
f igures, as i t is of ten found t h a t a n i t e m is added as one 
figure a n d pos ted as a n o t h e r . T h i s m a y be t e r m e d t h e 
"good o ld - f a sh ioned" me thod . I t ha s th i s a d v a n t a g e : i t 
neve r fa i ls . T h e above work m a y of ten be c u r t a i l e d ; espe­
cial ly if self b a l a n c i n g ledgers be i n use . T h e p a r t i c u l a r 
side on wh ich t h e e r ro r lies c an genera l ly be very read i ly de­
t e r m i n e d , t h u s c u t t i n g t h e w o r k of check ing i n half . I f 
t h e difference is exac t ly divisible by " 9 , " a t r a n s p o s i t i o n 
of figures m a y be looked f o r ; a n d if by " 2 " t h e e r ro r is 
p robab ly i n t a k i n g off a n d p l a c i n g a n a m o u n t on t h e w r o n g 
side of t h e t r i a l ba lance . N u m e r o u s " s h o r t m e t h o d s " h a v e 
been i n v e n t e d f r o m t i m e to t i m e ; b u t exper ience—bes t of 
t e a c h e r s — g e n e r a l l y shows t h a t t h e r e is no m e t h o d so good 
as t h e " o l d - f a s h i o n e d " one of " c a l l i n g over . " 
X . S t a t e va r ious ways of t r e a t i n g the b a n k ba lance i n 
connec t ion w i t h cash on h a n d . 
I n m o s t E n g l i s h cash books special c o l u m n s a re r u l e d 
for t h e b a n k a c c o u n t ; one for deposi t s , t h e o t h e r for w i t h ­
d rawa l s . T h u s t h e b a n k ba l ance is shown a t a g l ance . 
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T h i s ba lance added to checks a n d cash undepos i t ed will ex­
ac t ly equa l t he cash ba lance cal led for by t h e excess of 
rece ip ts over e x p e n d i t u r e as en te red in t h e cash book. I n 
t h i s coun t ry , however, t h e u s u a l p l a n is to keep t h e b a n k 
account on t h e s tubs of t h e check book, t h e ba l ance be ing 
a sce r t a ined by d e d u c t i n g t h e one side f r o m t h e o ther . 
X I . Descr ibe t h e m e r c h a n d i s e account as o r d i n a r i l y 
kep t . Show how i t m a y be subdiv ided a n d sugges t i m ­
p r o v e m e n t s . 
T h e Merchand i se Accoun t as o rd ina r i l y k e p t is a n o n ­
desc r ip t k i n d of accoun t , p a r t l y r ea l a n d p a r t l y n o m i ­
n a l when a c t i v e ; t he ba l ance of wh ich r ep re sen t s n o t h i n g . 
W h e n closed, however, i t becomes a r e a l a c c o u n t ; t h e debi t 
ba lance r e p r e s e n t i n g stock on h a n d a t a p a r t i c u l a r da t e . I t 
i s u s u a l to cha rge t h e account w i t h stock on b a n d a t t h e 
b e g i n n i n g of a fiscal p e r i o d ; w i t h pu rchase s d u r i n g t h e 
per iod , a n d wi th m e r c h a n d i s e r e t u r n e d by cus tomers . Sales 
m a d e a n d m e r c h a n d i s e r e t u r n e d to c red i to r s d u r i n g t h e 
pe r iod a re c red i ted to t h e account , as is also t h e a m o u n t of 
s tock on h a n d at t h e e n d of t h e fiscal year . I f a c red i t ba l ­
ance is t h e n disclosed i t r ep resen t s t h e gross profit for t h e 
per iod , wh ich shou ld be c red i ted t o Prof i t a n d Loss Ac­
c o u n t ; b u t if a debi t ba lance appea r , i t r ep re sen t s t h e gross 
loss for t h e per iod wh ich should be cha rged to Prof i t a n d 
Loss Accoun t . 
T h e M e r c h a n d i s e Accoun t shou ld be subdiv ided as fol­
l o w s : 
1. Merchand i se A c c o u n t — P u r c h a s e s . 
2. M e r c h a n d i s e A c c o u n t — S a l e s . 
3 . Merchand i se A c c o u n t — R e t u r n sales. 
4 . M e r c h a n d i s e A c c o u n t — R e t u r n purchases . 
5. M e r c h a n d i s e A c c o u n t — S t o c k . 
25 
E a c h ba lance would t h e n r ep re sen t s o m e t h i n g de f in i t e ; 
a n d t h e c o m p a r a t i v e s ta t i s t ics der ivable t he re f rom would 
be of u t m o s t va lue , n o t only at t h e close of a fiscal pe r iod , 
b u t also at any t i m e d u r i n g said per iod . 
X I I . H o w m a y a set of books be changed f rom s ing le 
e n t r y to double e n t r y ? 
A s t a t e m e n t of assets a n d l iab i l i t ies should be m a d e u p 
f rom t h e s ingle e n t r y books a n d f rom subs id ia ry r ecords 
so as to a r r ive a t t h e ne t cap i t a l . 
Al l i m p e r s o n a l accoun ts i n t h e s ing le e n t r y l edger shou ld 
be r u l e d off. One j o u r n a l e n t r y " S u n d r i e s D r . to S u n d r i e s " 
wil l t h e n be sufficient to b r i n g al l assets a n d l iab i l i t i es n o t 
a p p e a r i n g on t h e old l edger in to accoun t a n d consequen t ly 
t h e books i n t o ba lance . 
E x i s t i n g persona l accoun t s need no t be d i s tu rbed , ca re 
b e i n g t a k e n no t t o open a g a i n accoun ts a l ready a p p e a r i n g 
on t h e old ledger . 
X I I I . Desc r ibe var ious uses of t h e j o u r n a l . 
T h e j o u r n a l is used ( 1 ) to c o n t a i n t h e " o p e n i n g " 
a n d " c l o s i n g " en t r i e s of a set of b o o k s ; ( 2 ) to con t a in those 
en t r i e s for l e d g e r pos t ing w h i c h do n o t a p p e a r i n o the r 
books of o r ig ina l e n t r y ; ( 3 ) to r ecord t r an s f e r s , wh ich 
shou ld a lways be a c c o m p a n i e d by care fu l e x p l a n a t o r y no tes . 
X I V . W h a t are t h e func t ions of a rea l es ta te a c c o u n t ? 
W h a t en t r i e s m a y i t p r o p e r l y have on each s ide? 
T h e func t ions of a Rea l E s t a t e Accoun t a re to con­
t a i n a r eco rd of p u r c h a s e p r i ce a n d cost of i m p r o v e m e n t s 
a n d profi t on t h e debi t s ide, whi le i t is c red i ted w i t h d e p r e ­
c ia t ions a n d sale pr ice a n d loss. I t shou ld be s u p p l e m e n t e d 
by a " R e a l E s t a t e I n c o m e a n d E x p e n d i t u r e A c c o u n t , " 
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w h i c h should be cha rged w i t h a l l expend i tu r e s no t e n h a n c ­
i n g values , a n d c red i ted w i t h income a r i s ing f rom t h e 
p rope r ty . 
X V . Descr ibe t h e stock l edge r ( shares l edge r ) of a 
co rpo ra t i on a n d show h o w it is kep t . 
A co rpora t ion stock l e d g e r ( sha res l edge r ) is u s e d 
for keep ing t h e accoun ts of s tockholders in , w i t h r e ­
g a r d to t h e i r i n d i v i d u a l shares of stock in t h e corpora t ion . 
T h e first account should be the cap i t a l stock account , wh ich 
shou ld be cha rged w i t h t h e t o t a l a m o u n t of stock i s sued . 
S tockholders ' i n d i v i d u a l accounts should be c red i ted w i t h 
t h e i r ho ld ings a n d t h u s t h e l edger wil l be r ende red "self-
b a l a n c i n g . " T h e r u l i n g for a n i nd iv idua l account is a p ­
p e n d e d . 
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I . W h a t are the m a i n f ea tu re s of difference be tween a 
t r i a l ba lance t a k e n ou t a t t h e e n d of a fiscal year before t h e 
books of a bus iness a rc closed, a n d one t a k e n o u t i m m e ­
dia te ly a f te r t h e books a re c losed? 
A t r i a l ba lance t a k e n out a t t h e e n d of a fiscal yea r be-
fore t h e books of a bus iness a re closed, con ta ins t h e ba l ­
ances of all t h e accoun ts i n t h e L e d g e r — n o m i n a l , r ea l a n d 
persona l . A f t e r t h e books a re closed, t h e t r i a l ba l ance con­
t a i n s only t h e ba lance of rea l a n d pe r sona l accounts . I t 
is rea l ly a " B a l a n c e S h e e t " p r o p e r i n ex tended fo rm. 
I I . W h a t is m e a n t by (a) capital, (b) working capital? 
W h y is cap i t a l a lways shown on a ba lance sheet as a l i a ­
b i l i t y ? 
(a) Capital m e a n s , ( 1 ) t h e excess of assets over l i a ­
bi l i t ies of a f i rm. T h e t e r m is also a p p l i e d to ( 2 ) t h e as ­
sets c o r r e s p o n d i n g to t h e l iab i l i ty of a co rpora t ion t o i t s 
s tockholders as evidenced by i t s c ap i t a l stock. 
( b ) B y working capital, i s m e a n t a l l assets avai lable as 
cash for t h e c a r r y i n g on of a bus iness . Cash, accoun t s r e ­
ceivable, bi l ls receivable , etc. , wou ld come u n d e r th i s h e a d ; 
b u t p l a n t a n d m a c h i n e r y , good wi l l , etc. , wou ld no t . 
C a p i t a l is shown on a ba l ance sheet as a l i ab i l i ty be­
cause a bus iness is l iab le t o t h e m e m b e r s of a firm or cor­
p o r a t i o n for t h e a m o u n t s t a n d i n g to t h e c red i t of inves t ­
m e n t , or c ap i t a l s tock account . 
I I I . F o r m u l a t e j o u r n a l en t r i e s to express ful ly each 
of t h e fo l lowing t r a n s a c t i o n s : 
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( a ) A sale of goods for a no t e b e a r i n g in te res t , ( b ) t h e 
d i s c o u n t i n g of t he above m e n t i o n e d no te a t a b a n k , ( c ) 
t h e a n n u l l i n g of a pe r sona l account as uncol lec tab le , (d) 
t h e a d j u s t i n g of a n in t e r e s t account for in t e res t e a r n e d b u t 
n o t ye t collected. 
Bi l l s Receivable, Dr . , to S u n d r i e s . 
( a m o u n t of sa le) Merchand i se account . 
( a m o u n t in t e res t on no t e ) I n t e r e s t account . 
N o t e received in p a y m e n t of goods sold to A. B . t h i s 
day , b e a r i n g in t e r e s t a t 6 per cent . da t ed J a n u a r y 10 th , 
due A p r i l 10. 
( b ) S u n d r i e s , Dr . , to Bi l ls Receivable. 
Cash account ( a m o u n t received f rom b a n k for n o t e ) . 
D i s coun t account ( a m o u n t cha rged by b a n k for d i s ­
c o u n t ) . 
( c ) Prof i t a n d Loss account , D r . 
T o C. D . 
A c c o u n t r e t u r n e d t h i s day p r o n o u n c e d "unco l l ec t ab l e , " 
now cha rged off as p e r o rde r of ( ) . 
(d) Acc rued I n t e r e s t Accoun t , D r . 
T o I n t e r e s t Accoun t . 
I n t e r e s t ea rned b u t n o t collected on . 
I V . U n d e r w h a t c i r cums tances is a p a t e n t r e g a r d e d 
as a n a s se t ? A f t e r a p a t e n t ha s been va lued , shou ld such 
va lue be cons idered as p e r m a n e n t ? Give reasons for y o u r 
answer . 
A p a t e n t m a y be r e g a r d e d as a n asset w h e n i t is a v i r t u a l 
lease of a monopoly . 
I t shou ld n o t be cons idered of p e r m a n e n t va lue because 
i t s exis tence is l imi t ed . T h i s e x t e r m i n a t i o n of i t s va lue 
shou ld be p rov ided for by w r i t i n g off to dep rec i a t i on ac­
coun t a n n u a l l y such a n a m o u n t as wou ld m a k e e x t i n g u i s h ­
m e n t of va lue co inc iden t w i t h t h e e x p i r a t i o n of t h e p a t e n t . 
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V . I n t h e o p e n i n g of a l edger , w h a t p r i n c i p l e should be 
followed as to t h e o r d e r of a r r a n g e m e n t of t h e a c c o u n t s ? 
Show t h e a d v a n t a g e s of different p l a n s . 
T h e p r i n c i p l e to be followed as t o t h e o rde r of a r r a n g e ­
m e n t of accoun ts i n t h e o p e n i n g of a l edge r shou ld ob­
viously be t h a t w h i c h m o s t r ead i ly fac i l i ta tes t h e m a k i n g 
u p of a ba l ance sheet or f inancial s t a t e m e n t f rom t h e t r i a l 
ba lance w h e n t a k e n off. Real accoun ts w i t h D r . ba lances 
wou ld n a t u r a l l y come first. N e x t t h e n o m i n a l accoun t s , 
a n d t h e n pe r sona l ones. T h e same o r d e r shou ld ob t a in 
w i t h r e g a r d to accoun t s o rd ina r i l y showing c red i t ba l ances . 
A be t t e r a r r a n g e m e n t wou ld be as fo l lows : 
1. N o m i n a l accoun t s . 2. Rea l . 3 . Accoun t s Receiv­
able. 4 . A c c o u n t s P a y a b l e . 
T h e a d v a n t a g e of t h e l a t t e r m e t h o d is t h a t if t h e n o m i ­
n a l a ccoun t s be kep t on one sheet of t h e t r i a l ba l ance book, 
t h e o the r sheets wi l l be t h e schedules of accounts receiv­
able , payab le , a n d r e a l accounts . 
V I . Descr ibe a set of books for a commiss ion m e r ­
c h a n t . Show t h e r e l a t i on of each book to t h e o the r books 
of t h e set. 
A commiss ion m e r c h a n t shou ld h a v e t h e o r d i n a r y l edge r , 
j o u r n a l a n d cash book, a n d , i n a d d i t i o n , a s e p a r a t e stock 
book a n d sales book for every c l i en t fo r w h o m he sells 
goods . O n rece ip t of goods t o be sold on commiss ion , h e 
e n t e r s q u a n t i t i e s i n stock book a n d opens a n account i n 
l edger w i t h cons ignor , c h a r g i n g i t w i t h a n y f r e i g h t a n d ex­
penses i n c u r r e d i n t h e i r rece ip t . A l l sales m a d e a r e en ­
t e r ed i n t h e sales book of t h e cons ignor as m a d e ; c h a r g e d 
to t h e p a r t y to w h o m sold, a n d t h e t o t a l of these sales 
c red i ted per iod ica l ly to the cons ignor ' s a ccoun t on t h e led­
ger . A m e m o r a n d u m is m a d e on stock book as each lo t 
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of stock is sold, wh ich t h e n cons t i tu tes a s t a n d i n g inven­
t o r y of goods und i sposed of. W h e n se t t l i ng , h e charges 
t h e cons ignor ' s account wi th commiss ion a n d expenses i n ­
c u r r e d i n sel l ing, a n d r e m i t s cash for t h e ba lance . 
V I I . S t a t e w h a t is m e a n t by a cost sheet, showing i t s 
a d v a n t a g e s a n d how i t is m a d e u p . Give a fo rm of cost 
sheet for some m a n u f a c t u r i n g business w i t h which you a re 
f ami l i a r . 
B y cost sheet is m e a n t a s t a t e m e n t i n de ta i l of a l l i t ems 
wh ich e n t e r i n to t h e cost of m a n u f a c t u r e d goods. I t s ad­
van tages are as fo l lows: T h e abi l i ty to d e t e r m i n e q u a n t i t y 
a n d cost of r a w m a t e r i a l , m a n u f a c t u r e d a n d in process of 
m a n u f a c t u r e ; cost of l a b o r ; p r o p o r t i o n of fixed charges 
a n d i n c i d e n t a l expenses to be added to m a n u f a c t u r i n g cost, 
f o r m i n g a s table basis on which to base se l l ing p r ice to ob­
t a i n a g iven pe rcen tage of profit . 
C O S T S H E E T F O E A C I G A R F A C T O R Y . 
MANUFACTURING COST, LABOR A N D MATERIALS. 
MONTH OF 190 . . . . 
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Raw Leaf Dept. 
Stripping Dept. 
Rolling and Bunch Mkg. 
Packing Dept. 
Total Cost, No. of Cigars made and packed 
Cost per M 
Cost per thousand present Loss in weight present 
Month 
Cost per thousand last mouth. 
Cost per thousand last year. 
month 
Loss in weight last month. 
Loss in weight last year. 
Decrease or Gain in cost Decrease or Gain in loss 
of per M. of per cent. 
Depreciation of Building 
Depreciation of Plant. 
Equal to -per M. 
Revenue Stamps. 
V I I I . W h a t is m e a n t by the good will of a business? 
U n d e r w h a t c i r cums tances does i t become i m p o r t a n t to 
d e t e r m i n e t h e value of t h e good wi l l of a bus ines s? 
"By G o o d Wil l o r d i n a r i l y is m e a n t t h e capi ta l ized va lue 
of t h e average ne t profits of a business for a ce r t a in per iod . 
I f a business has ea rned for a per iod of say, t e n years , an 
average profit of $10,000 pe r a n n u m , t h e books show t h a t 
af ter d i s c h a r g i n g al l l iabi l i t ies , t h e ne t cap i t a l of t h e 
p r o p r i e t o r is $50 ,000, i t is very ev ident t h a t shou ld he 
desire to sell h is bus iness , he would be jus t i f ied in a s k i n g 
more t h a n $50,000 for i t . S u c h s u m as he asked for about 
$50 ,000 , wou ld be Good Wil l va lue . T h e p u r c h a s e pr ice 
for Good Wi l l var ies f rom t h r e e to t e n years of t h e average 
a m o u n t of ne t profit earned. 
I t becomes i m p o r t a n t to d e t e r m i n e t h e va lue of t h e 
Good Wil l of a bus iness i n case of ( 1 ) t h e sale of a bus­
iness , or ( 2 ) of i t s be ing absorbed by a j o i n t stock com-
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pany . T h e subs tance of t he theory is t h i s : Good W i l l 
is t h e p r e s u m p t i o n t h a t t h e old cus tomers wil l r e so r t t o t h e 
o ld place. 
I X . M e n t i o n five classes of ledgers a n d descr ibe t h e 
pecu l i a r f ea tu res of each class. 
1. P u r c h a s e L e d g e r , for goods p u r c h a s e d a n d c red i ted . 
2. Sa les Ledge r , for sales m a d e a n d debi ted . 
3. Gene ra l Ledge r , for i m p e r s o n a l a n d r ea l accounts . 
4 . P r i v a t e Ledge r , for such accoun t s as i t is cons ide red 
des i rab le to keep accessible to p r i n c i p a l s only. 
5. S tock Ledge r , to con t a in record of shares sold, p a i d 
for, t r a n s f e r r e d , e tc . 
X . Descr ibe t h e fol lowing, a n d s ta te t h e d i s t i n g u i s h i n g 
f ea tu re of e a c h : (a) i ncome account , (b) s u rp lu s account , 
( c ) suspense account , (d) reserve fund . 
(a) I n c o m e accoun t con ta ins t h e en t i r e income a n d ex­
p e n d i t u r e for t he t e r m u n d e r review, w h e t h e r same h a s 
been collected, or r e m a i n s o u t s t a n d i n g a t close of fiscal 
per iod , or w h e t h e r same has been pa id , or is s t i l l a l ia­
b i l i ty . 
(b) S u r p l u s accoun t is t h a t account to wh ich is t r a n s ­
fer red t h e ba l ance of ne t profit for any fiscal pe r iod as d is-
disclosed by t h e Prof i t a n d Loss account . F r o m t h e " s u r ­
p l u s , " d iv idends a re declared , a n d w h e n declared , t o t a l 
a m o u n t should be charged to s u r p l u s account a n d c red i ted 
to d iv idend account . T h e sys tem of l eav ing a su rp lus to 
t h e c red i t of profit a n d loss account is unscient i f ic a n d 
i l logical . 
( c ) Suspense account is c h a r g e d w i t h those i t ems whose 
col lect ion or rea l i za t ion is u n c e r t a i n . I t is c u s t o m a r y to 
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t r a n s f e r doub t fu l accounts to t h i s " s u s p e n s e " a n d close 
t h e m o u t i n t o Prof i t a n d Loss accoun t w h e n i t is definitely 
a sce r t a ined t h a t t h e y a r e uncol lec table . 
(d) Reserve F u n d is a p r o p o r t i o n of profit set as ide for 
a p a r t i c u l a r purpose , a n d i t m u s t be bo rne i n m i n d t h a t i t 
s hou ld only be used for t h e pu rpose des igna ted . T h u s i t 
i s very common to find " reserve for b a d d e b t s , " " rese rve 
for dep rec i a t i on , " etc . A " f u n d " shou ld be r ep re sen t ed by 
a deb i t ba lance , whi le t h e " a c c o u n t " a p p e a r s as a c red i t 
ba lance . 
X L Define (a) funded debt, (b) floating indebtedness, 
(c) fixed charges. M a y in t e re s t on f loat ing debt p r o p e r l y 
be cons idered a fixed c h a r g e ? 
(a) By f u n d e d deb t is m e a n t t h e a m o u n t of b o n d e d in ­
debtedness i n c u r r e d to d i scharge g e n e r a l l iabi l i t ies w i th . 
S u c h debt bears a fixed r a t e of in te res t a n d is r edeemable 
gene ra l l y a t a s t i p u l a t e d da te . Suppose a co rpo ra t i on 
h a s $100 ,000 of o u t s t a n d i n g f loat ing indeb tedness . I t 
m a y issue m o r t g a g e bonds for t h i s a m o u n t a n d p a y off i t s 
f loa t ing indeb tedness w i t h t h e proceeds . L iab i l i t i e s t h u s 
d i scha rged would become a p o r t i o n o r a l l of t h e corpora­
t i on ' s f unded debt . 
(b) F l o a t i n g indeb tedness m e a n s t h e gene ra l l iabi l i t ies 
wh ich have t o be d i scha rged f r o m t i m e to t i m e , as d i s ­
t i n g u i s h e d f rom cap i t a l stock, bonds , m o r t g a g e s , e tc . 
( c ) F i x e d charges a re those wh ich occur per iod ica l ly 
w i t h o u t v a r i a t i o n i n a m o u n t . I n s t a n c e s of these would 
be i n t e r e s t on bonds , m o r t g a g e s , e tc . 
I n t e r e s t on floating debt could scarcely be cal led a fixed 
cha rge , because i t wou ld v a r y i n a m o u n t a n d wou ld no t 
have to be p a i d a t c e r t a in definite i n t e rva l s . 
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X I I . S t a t e cases i n wh ich leases have a va lue t h a t 
shou ld a p p e a r i n t h e accoun t s . H o w shou ld p rov i s ion be 
m a d e i n such cases for t h e f a l l i ng o u t of such v a l u e a t t h e 
e x p i r a t i o n of t h e leases? 
W h e n a p r e m i u m is p a i d for t h e acqu i s i t ion of a lease, 
such s u m m i g h t ve ry p r o p e r l y a p p e a r as a n asset on t h e 
ba lance sheet . S u c h cases w o u l d be, ( 1 ) w h e r e t h e b u s ­
iness loca l i ty is of so va luab le a cha r ac t e r t h a t t h e l a n d ­
lo rd can be reasonab ly ce r t a in of c o m m a n d i n g t e n a n t s ; ( 2 ) 
p remises l icensed. 
P r o v i s i o n for t h e f a l l ing o u t of such va lue a t t h e ex­
p i r a t i o n of a c e r t a i n pe r iod shou ld be m a d e by c h a r g i n g 
a n n u a l l y t o r evenue such a p e r c e n t a g e of t h e t o t a l a m o u n t 
as w o u l d e x t i n g u i s h t h e accoun t a t t h e e n d of t h e pe r iod . 
X I I I . I n case of d i sc repancy i n a t r i a l ba lance , how 
m a y t h e a c c o u n t a n t a sce r ta in w h i c h side is e r r o n e o u s ? 
B y t e s t i n g e i the r side. I n t h e case of t h e debi t s ide 
tes t , t h e t o t a l debi t of l as t ba l ance shou ld be t a k e n a n d to 
i t shou ld be a d d e d t o t a l of a l l debi t en t r i e s d u r i n g m o n t h . 
F r o m t h i s t o t a l shou ld be s u b t r a c t e d al l c red i t en t r i e s af­
fec t ing debi t s i d e ; t h e r e m a i n d e r shou ld be to t a l of debi t 
s ide of n e w t r i a l ba lance . 
X I V . H o w m a y t h e gross profi t or loss on m e r c h a n d i s e 
be a s c e r t a i n e d ? 
Charge m e r c h a n d i s e account w i t h i nven to ry a t com­
m e n c e m e n t of pe r iod , w i t h t o t a l pu rchases a n d r e t u r n s 
f rom debtors . C r e d i t i t w i t h t o t a l sales a n d t o t a l r e t u r n s 
to c red i to r s a n d also w i t h i n v e n t o r y a t close of p e r i o d ; t h e 
excess of c red i t side over debi t side wil l t h e n r ep re s en t 
t h e gross profi t . 
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X V . Descr ibe the profit a n d loss account . Show how 
t h i s account is m a d e u p a n d f rom w h a t accounts i t is 
m a d e . W h a t does t h e ba lance of t h e profit a n d loss ac­
count represen t , a n d how should such ba lance be f inally 
t r e a t e d ? 
A Prof i t a n d Loss Accoun t is an a d j u s t m e n t account 
for t h e d e t e r m i n a t i o n of profit a n d loss for a given per iod . 
I t is m a d e u p by c h a r g i n g i t w i t h n o m i n a l accounts w i t h 
debi t ba lances a n d c r ed i t i ng w i t h n o m i n a l accounts w i t h 
c red i t ba lances . I f t h e c red i t s ide exceeds t h e deb i t s ide, 
t h e resu l t is a p ro f i t ; if t h e opposi te , a loss. I f a. profit i s 
disclosed, in case of a c o p a r t n e r s h i p , i t shou ld be t r a n s ­
fe r red to t h e cap i t a l account of t h e m e m b e r s of t h e f i rm, 
b u t if a corpora t ion , t h e profit should be c red i ted to sur ­
p l u s account . ( T h e fo l lowing a r t i c le , w r i t t e n by t h e 
a u t h o r , ha s a p p e a r e d in several magaz ines , a n d m a y be 
found i n t e r e s t i n g ) : 
T H E P R O F I T A N D LOSS A C C O U N T . 
I n t h e p a p e r on T h e o r y of Accoun t s set a t several r e cen t 
C. P . A . e x a m i n a t i o n s , one of t h e ques t ions has been, 
"Desc r ibe t h e F u n c t i o n s of t h e Prof i t a n d Loss A c c o u n t . " 
T h e obviously p r o p e r answer wou ld be, " A n a d j u s t m e n t 
a c c o u n t opened a t t h e close of a fiscal pe r iod as t h e r e ­
c ip ien t for t h e debi t a n d c red i t ba lances of t h e n o m i n a l 
accounts , so as to enab le one to asce r ta in by p r e p o n d e r a n c e 
of ba lance w h e t h e r a profit or loss has been m a d e d u r i n g 
sa id p e r i o d . " I t is c lear t h a t t h e accoun t m u s t show 
e i the r a profit or a l o s s ; i t c anno t show both. A n d yet i t 
is a m a t t e r of everyday occurrence for t h e a u d i t o r to find 
such a n i t e m as "P ro f i t a n d L o s s " as a l i ab i l i ty in t h e bal­
ance sheets s u b m i t t e d to h i m . I n two ins tances wh ich 
c a m e u n d e r t h e w r i t e r ' s no t ice recent ly , profit a n d loss 
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figured in the balance sheet as an asset! I t is con t ended 
t h a t t he a p p e a r a n c e of t he words profit a n d loss on e i the r 
side of a ba lance sheet is unscient i f ic a n d mi s l ead i n g . I f 
a profi t ha s been m a d e (we are , of course , r e f e r r i n g to 
co rpo ra t ions ) a f t e r a l lowing for b a d debts , deprec ia t ions , 
etc., t h e ba l ance should be ca r r i ed to s u r p l u s account , f rom 
which , a n d f rom which only, d i rec tors have a u t h o r i t y to 
r e c o m m e n d t h e dec la ra t ion of d iv idends . I f a d i v i d e n d 
be dec lared , t he a m o u n t m u s t be cha rged to s u r p l u s ac­
count a n d credi ted to d iv idend account , t o wh ich a re 
charged t h e checks as p a i d to s tockholders of record . If, 
on t h e o the r h a n d , a loss be m a d e , i t should be c red i ted to 
profit and loss account a n d c h a r g e d to su rp lu s accoun t (if 
t h e r e be one in e x i s t e n c e ) ; if no t , i t m u s t be cha rged to 
deficit account . 
I t is s t rong ly con tended t h a t t h e profit a n d loss accoun t 
i s—as des igned o r i g ina l l y—for t h e sole pu rpose of de ter ­
m i n i n g w h e t h e r a profit or loss h a s been m a d e ; a n d t h a t 
as soon as t h i s pu rpose is accompl ished , i t should be closed 
a t once, a n d r e m a i n closed u n t i l t h e n e x t fiscal pe r iod t e r ­
m i n a t e s . 
U n f o r t u n a t e l y , t h e p rac t i ce is very p r eva l en t a m o n g 
bookkeepers a n d co rpora t ion officials of r e g a r d i n g t h e ac­
coun t as a k i n d of financial dus t h e a p ; so t h a t any i t em 
whose disposal u n d e r in te l l ig ib le classified h e a d i n g is n o t 
r ead i ly ascer ta inab le , is t h r o w n i n t o profit a n d loss. T h i s 
is to be dep reca ted g r ea t l y a n d res is ted by t h e consc ien t ious 
a u d i t o r . I f he po in t s out , as i t is p a r t of h i s d u t y to p o i n t 
out , first, t h a t t h e abuse of t h i s account is of ten m a d e a 
channe l for t h e cover ing u p of f r a u d u l e n t e n t r i e s ; a n d , 
second, t h a t t h e a p p e a r a n c e of t h e words profit a n d loss 
on t h e ba lance sheets wi l l gene ra l ly mis l ead ou t s iders , it 
is possible t h a t a m u c h - n e e d e d re fo rm m a y be b r o u g h t 
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about , r e s u l t i n g in i m p r o v e d sys tems w i t h i n a n d in a 
c learer p r e s e n t a t i o n of facts to t h e o u t s i d e r ; b o t h resu l t s 
be ing g rea t ly to be des i red in t h e h ighes t in te res t of com­
merc i a l m o r a l i t y . 
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June 1898. 
I . Descr ibe ful ly each of t h e fo l lowing accoun t s , show­
i n g w h a t en t r ies m a y be m a d e on each side a n d w h a t d i s ­
pos i t ion shou ld be m a d e of t h e b a l a n c e : (a) cash account , 
(b) i n t e r e s t account , ( c ) m e r c h a n d i s e account , (d) sus ­
pense accoun t , (e) r ea l es ta te account . 
(a) T h e cash account is c h a r g e d w i t h t h e ba l ance of 
cash i n b a n k a n d undeposi ted a t t h e b e g i n n i n g of a fiscal 
per iod , a n d w i t h a l l rece ip ts to t h e end of sa id per iod . I t 
is c red i t ed w i t h all p a y m e n t s . T h e ba lance i n d i c a t e d by 
t h e excess of t h e t o t a l deb i t s over c red i t r ep r e sen t s t h e 
a m o u n t of cash on h a n d a t t h e e n d of t h e pe r iod , w h i c h 
shou ld a p p e a r i n t h e B a l a n c e Shee t . 
(b) T h e I n t e r e s t A c c o u n t is c h a r g e d w i t h i n t e r e s t p a i d 
on no tes , m o r t g a g e s , etc. , a n d c red i t ed w i t h i n t e r e s t r e ­
ceived. I f a debi t ba lance appea r s a t t h e e n d of a fiscal 
per iod , i t is cha rged to Prof i t a n d Loss account , if a c red i t 
ba lance , i t is c red i t ed to t h e same account . 
( c ) T h e M e r c h a n d i s e A c c o u n t is cha rged w i t h t h e in ­
ven to ry on h a n d a t t h e c o m m e n c e m e n t of a fiscal pe r iod , 
a n d w i t h a l l pu rchase s a n d r e t u r n s d u r i n g t h e per iod . I t 
is c red i ted w i t h al l sales, a n d w i t h t h e i nven to ry on h a n d 
at t h e e n d of sa id per iod . I f t h e c red i t s ide is t h e g rea t e r , 
t h e ba lance ind ica tes t h e gross profi t , wh ich shou ld be 
c h a r g e d to t h e M e r c h a n d i s e Accoun t , a n d c red i t ed t o 
Prof i t a n d Loss Accoun t . I f t h e debi t side is t h e g rea t e r , 
t h e ba lance is t h e gross loss, wh ich should be c red i t ed to 
Merchand i se , a n d cha rged to Prof i t a n d Loss Accoun t . 
(d) Suspense A c c o u n t is c h a r g e d wi th a l l i t e m s whose 
u l t i m a t e rea l i za t ion in ful l is doub t fu l . A m o u n t s so 
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cha rged , if found uncol lec table , shou ld be c redi ted , a n d 
cha rged to Prof i t a n d Loss Accoun t . I f a p a r t i a l p a y m e n t 
be m a d e on account of any i t e m so charged , a n d t h e ba l ­
ance be deemed uncol lec table , t h e a m o u n t received on ac­
coun t shou ld be c red i ted to Suspense Accoun t , a n d t h e 
ba lance be credi ted a n d cha rged to Prof i t a n d Loss Ac­
count . T h e ba lance of t he suspense accoun t s h o u l d be 
added to the a m o u n t of accounts receivable a p p e a r i n g in 
t h e ba lance sheet , a n d adequa te reserve be deduc ted for 
bad a n d doub t fu l debts . 
(e ) Real E s t a t e Accoun t shou ld be cha rged w i t h t h e cost 
of p r o p e r t y a n d w i t h any e x p e n d i t u r e wh ich enhances 
va lue . I t should be c redi ted w i t h sales m a d e ( i f a n y ) 
a n d w i t h a p rope r pe rcen tage of deprec ia t ion per iodica l ly . 
T h e ba lance would o rd ina r i ly r ep r e sen t t h e cost va lue of 
t h e p rope r ty , wh ich should a p p e a r in t h e ba lance sheet as 
a n asset. I n connec t ion wi th th i s account , a Real E s t a t e 
I n c o m e a n d E x p e n d i t u r e Accoun t should be kep t . T h i s 
should be cha rged w i t h any e x p e n d i t u r e i n t h e n a t u r e of 
r epa i r s , a n d c red i ted w i t h the income a r i s ing f r o m t h e 
p rope r ty . T h e ba lance would show t h e ne t r evenue or 
loss on t h e p r o p e r t y per iodica l ly . As ins t ances , t h e pay ­
m e n t of a n assessment for l a y i n g sewers or for a s p h a l t i n g 
t h e s t reet wou ld p rope r ly be chargeab le to Real E s t a t e Ac­
count as e n h a n c i n g value . R e p a i n t i n g a n d p l u m b i n g re ­
p a i r s would be cha rged to the income a n d e x p e n d i t u r e as 
b e i n g in t h e n a t u r e of m a i n t e n a n c e . 
I I . Descr ibe t h e fol lowing securi t ies a n d show the es­
sent ia l fea tures of e a c h : (a) c o m m o n stock, (b) p r e ­
fe r red stock, (c) income bonds , (d) d e b e n t u r e bonds , (e) 
m o r t g a g e bonds . 
(a) C o m m o n stock is a certificate of specified p a r va lue 
e n t i t l i n g t h e holder to vote at mee t ings of s tockholders of 
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a co rpora t ion , a n d to p a r t i c i p a t e i n d iv idends ( if de ­
c l a r e d ) a f te r t h e p r e f e r r e d s tockholders have been p a i d 
t h e d iv idend s t i p u l a t e d on t h e i r cert if icates a n d af te r al l 
fixed cha rges h a v e been pa id . As far as equ i ty i n t h e 
p r o p e r t y of a co rpo ra t i on is concerned , t he i n t e r e s t of 
c o m m o n s tockholders is gene ra l ly i den t i ca l w i t h t h a t of t h e 
p r e f e r r e d s tockholders . 
( b ) P r e f e r r e d stock is a cert i f icate of specified p a r va lue 
e n t i t l i n g h o l d e r to a fixed r a t e of d iv idend before a n y d i s ­
t r i b u t i o n of profi ts i n t h e f o r m of d iv idends is m a d e 
a m o n g s t t h e c o m m o n s tockholders . I t is d iv ided i n t o two 
c l a s se s : c u m u l a t i v e a n d n o n - c u m u l a t i v e . W i t h r e g a r d t o 
t h e c u m u l a t i v e stock, if sufficient profi t is n o t avai lable a t 
t h e close of a fiscal pe r iod to pay t h e s t i p u l a t e d r a t e of 
d i v i d e n d , t h e deficit u n p a i d becomes a l i ab i l i ty of t h e cor­
p o r a t i o n u n t i l pa id . I n t h e case of n o n - c u m u l a t i v e stock, 
if t h e full d iv idend is e a r n e d i t is pa id , b u t no deficit i s 
c a r r i ed fo rward as a l i a b i l i t y ; i t is lost to t h e s tockholder . 
( c ) I n c o m e bonds a re those issued aga ins t t h e s u r p l u s 
i ncome of a co rpora t ion as secur i ty , af ter fixed cha rges 
have been pa id . 
(d) D e b e n t u r e bonds a re a class of secur i ty supe r io r t o 
income bonds a n d in fe r io r to m o r t g a g e bonds . T h e ho ld ­
e r s a re p r e f e r e n t i a l c red i to rs t o w h o m bonds a r e i ssued i n 
m u c h t h e same way as shares are issued to p r e f e r r e d stock­
ho lde r s , c a r r y i n g a fixed r a t e of in t e res t . T h e y a r e gen­
era l ly d iv ided i n t o t w o c lasses : ( 1 ) those t h a t a r e r e ­
deemable a t t h e e n d of a c e r t a i n specified t i m e , or u p o n a 
specified not ice , a n d ( 2 ) those t h a t a re i ssued as p e r m a ­
n e n t l iabi l i t ies . 
( e ) M o r t g a g e bonds a re secur i t ies issued covered by a 
m o r t g a g e c o n s t i t u t i n g a l ien u p o n ce r t a in classes of fixed 
a s se t s—such as b u i l d i n g s , p l a n t , r e a l es ta te , &c. T h e y 
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a lways ca r ry a s t a t ed r a t e of in t e res t , wh ich is a fixed 
cha rge u p o n income . 
I I I . Descr ibe t h e process of t a k i n g a t r i a l ba lance . 
S t a t e t h e purposes of t h e ba lance a n d show i t s r e l a t ions t o 
t h e ba lance sheet . 
A t r i a l ba lance is t a k e n by a d d i n g u p t h e pos t ings on t h e 
deb i t a n d c red i t s ide of every account i n the l edge r s ing ly , 
a n d by p l a c i n g t h e ba lance of each accoun t on t h e debi t o r 
c red i t side of a t r i a l ba lance sheet . I f t h e pos t ings a r e 
correct a n d t h e ba lances accura te ly t a k e n f r o m t h e l edger , 
t h e to t a l s of b o t h sides of t h e t r i a l ba l ance wil l agree . T h e 
p u r p o s e of t h e t r i a l ba lance is t o d e m o n s t r a t e t h e m a t h ­
emat i ca l accuracy of t h e pos t ing . 
T h e r e l a t i on of t h e t r i a l ba lance t o t h e ba lance shee t i s 
b a s i c ; for w h e n t h e n o m i n a l accoun ts a re closed ou t i n t o 
t h e profit a n d loss account , a n d t h e i nven to ry b r o u g h t i n t o 
account , t h e t r i a l ba lance is conver ted in to a ba lance sheet 
i n ex tended fo rm. 
I V . Give a ru l e a v e r a g i n g t h e m a t u r i t y of t h e ba l ance 
of a n account c o n t a i n i n g i t ems of va r ious da tes on each 
side. 
F i r s t find t h e d u e da te of each i t e m a n d assume t h e ear ­
l iest due da te , as t h e day of s e t t l emen t of a l l t h e i t ems on 
b o t h sides of t h e account . M u l t i p l y each i t e m by t h e 
n u m b e r of days i n t e r v e n i n g be tween t h e a s sumed d a t e of 
s e t t l emen t a n d d u e da te of t h e i t em. F i n d t h e s u m t o t a l 
of t h e p r o d u c t s on each side of t h e account . Div ide t h e 
difference between t h e sums of t h e deb i t a n d c red i t p r o d ­
u c t s by t h e ba lance of t h e account . T h e quo t i en t wil l be 
t h e n u m b e r of days i n t e r v e n i n g be tween t h e a s sumed d a t e 
a n d t r u e d a t e of s e t t l emen t , c o u n t i n g f o r w a r d t h e n u m b e r 
of days w h e n t h e account ba lances are on t h e same s ide 
a n d c o u n t i n g b a c k w a r d s w h e n on opposi te sides. 
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V . S t a t e i n t h e fo rm of j o u r n a l en t r ies t h e fo l lowing 
t r a n s a c t i o n s : (a) a no t e of a cus tomer r e t u r n e d w i t h p r o ­
t e s t charges f rom t h e b a n k w h e r e i t h a d been left for col­
lec t ion, ( b ) t h e se t t i ng aside for w e a r a n d t e a r of a p o r t i o n 
of t h e va lue of m a c h i n e r y , ( c ) t h e a d j u s t m e n t of i n t e r e s t 
a c c r u e d b u t n o t ye t payab le on a m o r t g a g e , (d) accom­
m o d a t i o n p a p e r indorsed by t h e f irm w h e n coupon bonds 
a r e received as secur i ty . 
(a) J o h n B r o w n , Dr . , $51 .25 . 
T o Bi l l s Receivable $50 .00 
T o E x p e n s e A c c o u n t 1.25 
n o t e r e t u r n e d by b a n k w i t h p ro tes t charges . 
(b) P ro f i t a n d Loss account , D r . , $500 . 
T o P l a n t a n d M a c h i n e r y $500 
be ing 5 p e r cent . dep rec i a t i on w r i t t e n off $10 ,000 for wea r 
a n d t ea r . 
( c ) I n t e r e s t account , D r . , $250 .00 . 
T o accrued in t e r e s t accoun t $250 
be ing accrued in t e res t on m o r t g a g e a t t i m e of c losing books, 
b u t n o t ye t payab le . 
(d) Co l l a te ra l secur i ty account , Dr . , $10 ,000.00 . 
T o C o n t i n g e n t l i ab i l i ty a c c o u n t . .$10 ,000 .00 
b e i n g $10,000.00 coupon bond C. M. & S t . P . Ry. Co. r e ­
ceived as co l la te ra l secur i ty for a c c o m m o d a t i o n no t e i n ­
dorsed by us , t h i s day, i n favor of A , B & C, $15 ,000 .00 
d u e S e p t e m b e r 14 u l t . , 1898 . 
V I . I n case of bonds p u r c h a s e d at a p r e m i u m or a t a 
discoun t , to be he ld t i l l m a t u r i t y , s ta te how t h e p r ice shou ld 
be disposed of on the books a t pu rchase , a t m a t u r i t y a n d a t 
a n y i n t e r v e n i n g t i m e . 
I n t h e case of bonds p u r c h a s e d a t a p r e m i u m : 
(a) W h e n p u r c h a s e d , t h e p a r va lue should be cha rged to 
i n v e s t m e n t account , a n d t h e p r e m i u m to b o n d p r e m i u m 
account . 
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( b ) At a n y i n t e r v e n i n g t i m e t h e bond p r e m i u m accoun t 
would be c red i ted w i t h such a p r o p o r t i o n of t h e i n t e r e s t 
received as wou ld wipe ou t t h e account a t t h e m a t u r i t y of 
t h e bonds . On t h e ba lance sheet t he ba lance of p r e m i u m 
added to t h e i n v e s t m e n t would o r d i n a r i l y r ep re sen t t h e 
va lue of t h e i nves tmen t . 
(c) A t m a t u r i t y t h e p r e m i u m would be wiped ou t , a n d 
t h e bond would be r edeemed at pa r . T h e i n v e s t m e n t ac­
c o u n t would the re fore be c redi ted a n d cash debi ted w i t h t h e 
p a r va lue of t h e bonds . 
I n t h e case of bonds p u r c h a s e d a t a d i scount , t h e in ­
ve s tmen t account would be cha rged w i t h t h e cost of t h e 
bonds , a n d debi ted a n n u a l l y , a n d in t e r e s t account c red i t ed 
w i t h such a n a m o u n t as would ra i se t h e cost t o p a r va lue 
by t h e t i m e t h e bonds were redeemable . 
V I I . F o r m u l a t e , in a n i m a g i n a r y case, t h e j o u r n a l en­
t r y or en t r ies for t h e convers ion of a p a r t n e r s h i p i n t o a 
j o i n t stock company w i t h t h e same resources a n d l iabi l i t ies . 




P l a n t , etc 20,000.00 
Accoun t s Rec'ble. 22,800.62 
Bi l l s P a y a b l e . . . .$17 ,483 .32 
A c c o u n t s 15 ,482.30 
M r . Nogood , cap ­
i t a l 25,000.00 
M r . A l lbad , capi ­
t a l 15,000.00 
Mr . A l l t h e r e , cap­
i t a l 10,000.00 
$82 ,965 .62 $82,965.62 
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T h e c o p a r t n e r s h i p is dissolved, a n d a co rpo ra t i on is 
fo rmed w i t h a cap i t a l i za t ion of $100,000.00 to t ake over 
t h e bus iness as i t s t a n d s — t h e whole of t h e stock to be 
d iv ided a m o n g s t t h e p a r t n e r s i n p r o p o r t i o n to t h e i r i n ­
ves tmen t . 
Journal Entries. 
Good Wi l l , Dr . , $50 ,000.00 . 
T o Mr . N o g o o d . . . $25 ,000 .00 
T o M r . A l l b a d . . . 15 ,000.00 
T o M r . A l l t h e r e . . 10,000.00 
being excess va lue of stock p a i d t h e m over a m o u n t to t h e i r 
c red i t as cap i t a l . 
S u n d r i e s , Dr . , to Cap i t a l S tock, $100 ,000 .00 . 
Mr . Nogood $50,000.00 
M r . A l lbad 30,000.00 
M r . A l l t h e r e 20,000.00 
be ing t r a n s f e r to t h e m of Cap i t a l S tock for the full se t t le ­
m e n t of t h e i r i n d i v i d u a l Cap i t a l Accoun t s . 
V I I I . Descr ibe a voucher record for t h e e x p e n d i t u r e s 
of a co rpora t ion . 
T h e voucher record is des igned to fac i l i ta te t h e ana lys i s 
of expend i tu r e s by ana lys i s c o l u m n s ; t o m i n i m i z e t h e 
labor of pos t i ng , a n d to obvia te t h e necessi ty of keep ing 
i n d i v i d u a l accoun ts w i t h c red i to r s i n t h e ledger . Af te r 
bi l ls have been checked a n d passed for p a y m e n t , they a re 
a t t a c h e d t o a voucher folder , on t h e back of w h i c h is en­
t e r e d t h e de ta i l ed analys is of t h e bi l l u n d e r h e a d i n g s w i t h 
t h e same des igna t ions as those a t t h e heads of t h e c o l u m n s 
in t h e voucher r ecord book. T h e folder w i t h bil ls a t ­
t a ched is t h e n passed to t h e vouchers record clerk for e n t r y 
in t h e p r o p e r c o l u m n s of t h e r ecord book. A t t h e e n d of t h e 
m o n t h , t h e c o l u m n s of t h e book are footed a n d cha rged to 
the va r ious n o m i n a l accoun ts in t h e ledger , whi le t he to ta l s 
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of al l t h e bil ls , as shown i n t h e " t o t a l s " c o l u m n is c red i t ed 
to " V o u c h e r s P a y a b l e " account i n t h e ledger . Checks a re 
m a d e ou t a n d m a r k e d by n u m b e r to cor respond w i t h t h e 
vouchers , a n d al l i t ems en te red in t h e " V o u c h e r s P a y ­
a b l e " c o l u m n i n t h e cash book. T h e foo t ing of t h i s col­
u m n a t t h e e n d of t h e m o n t h is debi ted to t h e " V o u c h e r s 
P a y a b l e " account i n the ledger , t h e ba lance of wh ich 
should show t h e a m o u n t of " accoun t s payab l e . " 
I X . W h a t is m e a n t by good will? W h a t k i n d of p r o p ­
e r ty is good w i l l ? M a y t h e good wil l of a p a r t n e r s h i p be 
s o l d ? 
By good wi l l is m e a n t o rd ina r i l y t h e capi ta l ized va lue 
of t h e average ne t e a r n i n g s of a business for a t e r m of yea rs 
— u s u a l l y v a r y i n g f rom t h r e e to t e n years . 
I t is based u p o n t h e p robab i l i ty t h a t old cus tomers wi l l 
r e sor t to t h e same place. I t s exis tence is to be f o u n d i n 
mos t co rpora t ion ba lance sheets u n d e r some " f a n c y " t i t l e 
or o ther . I t s value depends o n — 
(a) t h e p l a c e ; 
( b ) t he n a m e ; 
( c ) t h e chance t h a t no one connec ted w i t h the old firm 
wi l l s tep i n t o compete . T h e ques t ion of i ts va lue m a y 
a r i s e : 
(a) u p o n the d isso lu t ion of a firm; 
( b ) u p o n t h e sale of t h e bus iness . Good wi l l is pe r ­
sonal p rope r ty . T h e good wil l of a p a r t n e r s h i p m a y be 
sold j u s t as well as any o the r species of p r o p e r t y . 
X . W h a t n a m e s a re g iven to accounts t h a t r ep r e s en t t h e 
excess of assets over l i ab i l i t i e s? Dif fe ren t ia te these n a m e s 
i n t h e i r app l i ca t i on to va r ious k i n d s of bus iness . 
Cap i t a l , S u r p l u s , Reserve, U n d i v i d e d profi ts . Excess of 
assets over l iabi l i t ies is cap i t a l i n t h e case of a n i n d i v i d u a l 
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o r p a r t n e r s h i p . I n the case of m o n e t a r y co rpora t ions , i t i s 
ca l led " S u r p l u s a n d re se rve . " B y t r a n s p o r t a t i o n com­
pan ies , i t is cal led " u n d i v i d e d prof i t s , " a n d somet imes , 
t h o u g h very i m p r o p e r l y , " P r o f i t a n d L o s s . " 
XI. W h a t is t h e p r o p e r course of p r o c e d u r e i n t a k i n g 
c h a r g e of t h e bookkeeping of a f irm t h a t h a s e i t he r n o books 
of account or very imper fec t ones? 
T h e p r o p e r course wou ld be, first, to t a k e a ca re fu l i n ­
ven tory of m e r c h a n d i s e , p l a n t a n d m a c h i n e r y , f u r n i t u r e 
a n d f ix tures a n d o t h e r assets, a n d if sufficient d a t a a re u n ­
ob ta inab le t o d e t e r m i n e t h e i r a p p r o x i m a t e va lue , t o h a v e 
t h e m p r o p e r l y appra i sed . N e x t , bi l ls , l e t t e r s a n d m e m o ­
r a n d a shou ld be i nves t i ga t ed so as to find ou t w h a t a r e 
t h e o the r assets a n d l iab i l i t i es , a n d a r r i ve a t t h e cap i t a l 
of t h e concern . S t a t e m e n t s shou ld be p r o c u r e d f r o m 
c r e d i t o r s , a n d sent to deb tors , a n d conf i rmat ion of t h e i r 
accu racy reques ted . T h e b a n k pass book shou ld be w r i t t e n 
u p to da te a n d ba lanced , a n d t h e cash i n h a n d coun ted . O n 
t h e asce r t a ined basis of affairs, a p r o p e r set of books s h o u l d 
be opened. T h e pe r sona l ass is tance of t h e m e m b e r s of t h e 
f irm wou ld p robab ly be ind i spensab le i n a r r i v i n g a t sa t i s ­
fac to ry conclus ions . 
X I I . Descr ibe ful ly a sys tem by w h i c h occasional 
s m a l l sales m a d e on c red i t t o persons n o t r e g u l a r cus tomer s 
m a y be recorded w i t h o u t o p e n i n g a sepa ra te accoun t w i t h 
each pu rchase r . 
A very s imple m e t h o d is to have t h e open ing pages of 
t h e l edger a lphabe t i ca l ly indexed , g i v i n g a few folios t o 
each le t te r . Sales , as m a d e , could be pos ted i n a lphabe t i ­
cal o rder , a n d t h e s e t t l emen t of same wou ld a p p e a r oppo­
si te . A n o t h e r m e t h o d w o u l d be t o have a " P e t t y Sales 
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L e d g e r " a lphabet ica l ly indexed , t h e ba lance of wh ich 
m i g h t easily be shown in t h e Genera l L e d g e r by m e a n s of 
a con t ro l l i ng account . 
X I I I . Descr ibe the m o s t compl ica ted fo rm of cash 
book wi th which you a re acqua in ted , showing i ts func t ions , 
t he sources f rom which i ts m a t e r i a l s a re der ived a n d w h e r e 
its r e su l t s are ca r r ied . 
Cash books differ f rom one a n o t h e r p r inc ipa l ly i n t h e 
ex ten t t o w h i c h t h e c o l u m n a r sys tem is m a d e use of. A s 
the use of t h i s sys tem is to lessen the l abor of p o s t i n g a n d 
to fac i l i ta te t h e analys is of rece ip ts a n d e x p e n d i t u r e , i t 
m i g h t be reasonab ly assumed t h a t compl ica t ion of f o r m is 
in inverse r a t i o to t h e n u m b e r of co lumns used. T h i s be­
i n g so, t h e m o s t compl ica ted fo rm of cash book m i g h t 
fa i r ly be sa id t o be t h a t wh ich con ta in s one c o l u m n for 
receipts , a n d one for expend i tu r e s , t h u s neces s i t a t i ng t h e 
p o s t i n g of every i n d i v i d u a l cash t r a n s a c t i o n . 
X I V . Desc r ibe ful ly t h e m e t h o d of keep ing a bi l ls r e ­
ceivable account , a n d s ta te t h e connec t ion of t h e accoun t 
w i t h t h e b i l l book. 
T h e B i l l s Receivable account i n t h e ledger shou ld be 
cha rged m o n t h l y w i t h the t o t a l a m o u n t of no tes received 
f rom cus tomers , a n d be c red i t ed w i t h cash pa id in se t t le ­
m e n t of same , or w i t h cash received for those d i scoun ted . 
W h e n a no te is received i n p a y m e n t of a n account , i t 
shou ld be en t e r ed in t h e bill book a n d pos ted to t h e c r ed i t 
of t h e pe rson f rom whom received at once. T h e doub le 
e n t r y is comple ted by c h a r g i n g t h e t o t a l to t h e l edger ac­
count , as before s ta ted . I f t h i s m e t h o d be p u r s u e d , t h e 
necessi ty of j o u r n a l i z i n g is obvia ted. 
Whi l e t h i s system is t h e shor tes t a n d the one gene ra l ly 
employed, t h e l edger account does no t f u r n i s h a comple te 
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de ta i l ed schedule , necess i t a t ing cons t an t re ference to t h e 
b i l l book. T h i s cou ld be avoided by p o s t i n g each i t e m 
s ing ly to bi l ls receivable account , m a r k i n g in also t h e d u e 
da te . 
X V . A s t h e bookkeeper of a f i rm t h a t h a d no a r t ic les 
of c o p a r t n e r s h i p , w h a t wou ld be y o u r d u t y on l e a r n i n g of 
t h e d e a t h of a p a r t n e r ? 
T h e p r o p e r course for t h e bookkeeper t o p u r s u e u n d e r 
t h e c i r c u m s t a n c e s wou ld be t o sugges t t h e t a k i n g of a n 
i n v e n t o r y , c los ing t h e book, a d j u s t i n g t h e c a p i t a l a c c o u n t , 
a n d m a k i n g u p a comple te s t a t e m e n t of affairs a t t h e t i m e 
of t h e decease of t he p a r t n e r . H e s h o u l d also r ecom­
m e n d t h e o p e n i n g of a n o t h e r set of books t o c o n t a i n de­
t a i l s of t h e subsequen t r ea l i za t ion of assets , a n d l i q u i d a ­
t i o n of l iab i l i t ies of t h e f irm. 
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December 1898. 
I . Define debit, credit, debtor, creditor. S t a t e t h e 
g e n e r a l l aw g r o w i n g o u t of t h e r e l a t i onsh ip of deb to r a n d 
c r e d i t o r t h a t governs doub le -en t ry bookkeeping . W h a t is 
t h e r e s u l t of a deb i t e n t r y ? of a c r ed i t e n t r y ? 
D e b i t — h e owes ; L a t i n , debeo. 
C r e d i t — h e believes or t r u s t s ; L a t i n , c redo. 
D e b t o r — o n e who owes s o m e t h i n g . 
C r e d i t o r — o n e w h o t r u s t s a n o t h e r ; one to w h o m some­
t h i n g is owing . 
T h e g e n e r a l l aw g r o w i n g o u t of t h e r e l a t i o n s h i p of 
deb to r a n d c red i to r m a i n t a i n e d i n doub le -en t ry book­
k e e p i n g is t h a t if one pe r son or a c c o u n t is cha rged , a n o t h e r 
pe r son or a ccoun t is c red i t ed w i t h a l ike a m o u n t . B y t h i s 
m e a n s t h e e q u i l i b r i u m of t h e l edger is m a i n t a i n e d . T h e 
r e s u l t of a debi t e n t r y is to cha rge some pe r son or accoun t 
w i t h a ce r t a in a m o u n t . I t is t he record of t h e c r ea t ion of 
a n asset e i the r by p u r c h a s e or t r a n s f e r , or of a n expense. 
T h e r e su l t of a c red i t e n t r y is t h e c rea t ion of a l i ab i l i ty , 
e i t he r by p u r c h a s e or t r a n s f e r , or of a n i t e m of profi t . 
I I . M e n t i o n t h e different classes i n t o w h i c h accoun t s 
a re u sua l l y d iv ided . Give t h e n a m e s of t h e p r i n c i p a l ac ­
coun t s of each class. W h i c h class or classes of accoun t s 
close i n t o loss a n d g a i n a c c o u n t ? M e n t i o n t h e p r i n c i p a l 
accounts c o m m o n to m e r c a n t i l e bookkeep ing a n d s ta te t h e 
purposes of each. 
51 
Nominal. Real. 
P e r s o n a l a ccoun t s a re those k e p t w i t h pe r sons , deb tors 
a n d c r e d i t o r s ; i m p e r s o n a l accoun t s a re a l l o the r s . 
T h e p r i n c i p a l n o m i n a l accoun t s a r e : D i s c o u n t , I n t e r e s t , 
Commiss ion , E x p e n s e , Sa l a r i e s , Wages , e tc . 
T h e p r i n c i p a l r e a l accoun t s a r e : Cash, M e r c h a n d i s e 
( I n v e n t o r y ) , P l a n t a n d M a c h i n e r y , B u i l d i n g s , e tc . 
T h e n o m i n a l accoun t s close o u t pe r iod ica l ly i n t o Prof i t 
a n d Loss A c c o u n t 
T h e p r i n c i p a l accoun ts c o m m o n to m e r c a n t i l e book­
keep ing , a n d t h e p u r p o s e of each, a re as fo l lows : 
(a) M e r c h a n d i s e or T r a d i n g A c c o u n t — t o d e t e r m i n e 
t h e a m o u n t of gross profi t ea rned . 
( b ) Cash A c c o u n t — t o r eco rd a m o u n t on h a n d a t t h e 
b e g i n n i n g of a fiscal pe r iod , t h e m o n t h l y rece ip t s a n d 
e x p e n d i t u r e s , a n d t h e ba l ance lef t a t t h e e n d of t h e pe r iod . 
( c ) D i s c o u n t A c c o u n t — t o record t h e a m o u n t s a l lowed 
t o deb tors a n d received f rom c red i to r s i n s e t t l e m e n t of 
accoun t s . 
(d) I n t e r e s t A c c o u n t — t o show t h e a m o u n t of i n t e r e s t 
received a n d p a i d i n t h e course of a fiscal pe r iod . 
( e ) E x p e n s e A c c o u n t ( subd iv ided i n t o as m a n y classes 
as n e c e s s a r y ) — t o show t h e g e n e r a l expenses of a bus iness . 
( f ) S a l a r y A c c o u n t — t o c o n t a i n t h e a m o u n t s p a i d ou t 
u n d e r t h i s h e a d i n g . 
(g) Wages A c c o u n t — t o show t h e t o t a l a m o u n t p a i d for 
labor , e tc . 
A c c o u n t s a re d iv ided i n t o t h e fo l lowing c lasses : 
P e r s o n a l . I m p e r s o n a l 
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(h) P l a n t a n d Mach ine ry A c c o u n t — t o record cost of 
p l a n t , a n d to show a m o u n t w r i t t e n off for deprec ia t ion . 
(i) F u r n i t u r e a n d F i x t u r e s A c c o u n t — s h o w i n g cost of 
these i t ems . 
( j ) B i l l s Receivable A c c o u n t — t o con ta in a m o u n t due 
by debtors on no tes . 
(k) B i l l s P a y a b l e A c c o u n t — t o show a m o u n t a n d p a r ­
t i c u l a r s of no tes g iven to c red i to rs . 
(l) A c c o u n t s Receivable a n d P a y a b l e — s h o w i n g ful l p a r ­
t i c u l a r s of a m o u n t s due by debtors a n d to c red i to rs . 
( m ) C a p i t a l A c c o u n t — t o show a m o u n t s inves ted a n d 
w i t h d r a w n by p r i n c i p a l s , a n d also a m o u n t of cap i t a l accre­
t i on consequen t on t r ans f e r to i t of profi t f rom t i m e to 
t i m e , as shown by t h e Prof i t a n d Loss Accoun t . 
I I I . Define assets, liabilities. W h a t a re fixed assets, 
quick assets? I n m a k i n g u p a g e n e r a l s t a t e m e n t of assets 
a n d l iab i l i t ies , w h a t g r o u p s of accoun t s cons t i t u t e assets 
a n d w h a t cons t i t u t e l i ab i l i t i e s? S t a t e how to t r e a t , on 
c los ing t h e books, assets a n d l iab i l i t ies accrued b u t n o t 
a c t u a l l y d u e ( such as in t e res t receivable a n d payable , 
t axes , i n s u r a n c e , commiss ions , sa lar ies , r e n t s ) . 
A s s e t s — t h i n g s owned. 
L i a b i l i t i e s — t h i n g s owed. 
F i x e d Asse t s—those n o t avai lable as w o r k i n g cap i t a l , 
i.e., wh ich c a n n o t be conver ted i n t o cash read i ly . 
Quick A s s e t s — a n o t h e r n a m e for cash assets , i.e., cash or 
w h a t can be r ead i ly conver ted t h e r e i n t o . 
P e r s o n a l a n d r e a l accounts cons t i t u t e a s se t s ; pe r sona l 
a n d cap i t a l accoun t s cons t i t u t e l iab i l i t ies . 
F o r assets acc rued b u t n o t ye t due a n accoun t shou ld be 
opened ( t a k e in t e r e s t for e x a m p l e ) u n d e r t h e h e a d i n g of 
A c c r u e d I n t e r e s t Receivable, a n d t h e a m o u n t acc rued 
shou ld be cha rged t h r o u g h t h e J o u r n a l to t h i s accoun t , 
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a n d c red i t ed to Prof i t a n d Loss Accoun t . O n t h e ba l ance 
shee t t h e i t e m wou ld appea r as " I n t e r e s t A c c r u e d " a m o n g s t 
t h e assets . F o r l iab i l i t ies acc rued b u t n o t ye t due , Prof i t 
a n d Loss A c c o u n t shou ld be debi ted , a n d a n "Accrued" 
accoun t c red i t ed u n d e r p r o p e r descr ip t ive t i t l e . T h e i t e m 
wou ld of course a p p e a r on t h e ba lance sheet a m o n g s t t h e 
l i ab i l i t i es . 
I V . Descr ibe t h e different m e t h o d s of d e t e r m i n i n g t h e 
loss or g a i n of a bus iness . H o w is t h e loss or g a i n of a 
bus iness d e t e r m i n e d f rom books k e p t by s ing le e n t r y ? 
S t a t e t h e u s u a l m o d e of p r o c e d u r e w h e n t h e books are k e p t 
by double en t ry . 
T h e r e a re two m e t h o d s of d e t e r m i n i n g t h e loss or g a i n 
of a b u s i n e s s : 
( a ) T h e resource a n d l i ab i l i ty m e t h o d , w h i c h consis ts 
i n c o m p a r i n g t h e t o t a l assets w i t h the t o t a l l i a b i l i t i e s ; t h e 
excess of t h e f o r m e r over t h e l a t t e r c o n s t i t u t i n g t h e n e t 
profit . 
( b ) T h e profi t a n d loss m e t h o d , wh ich consis ts i n com­
p a r i n g t h e t o t a l of t h e r evenue accoun t s , w i t h c red i t ba l ­
ances , w i t h t h a t of those w i t h deb i t ba lances i n the profi t 
a n d loss account . T h e excess of t h e f o r m e r over t h e l a t t e r 
is t h e a m o u n t of n e t profit . T h e accuracy of t h i s is con­
f i rmed by t h e ba lance sheet , w h e r e t h e same resu l t is shown 
i n t h e inc reased excess of assets over l iabi l i t ies . 
I n s ing le e n t r y bookkeep ing t h e loss or g a i n is de te r ­
m i n e d by t h e resource a n d l i ab i l i ty m e t h o d , as t h e n o m i n a l 
accoun t s r e c o r d i n g r evenue income a n d e x p e n d i t u r e a re n o t 
kep t . 
W h e n books a re k e p t by doub le -en t ry t h e loss or g a i n is 
d e t e r m i n e d by t h e Prof i t a n d Loss A c c o u n t m e t h o d . The 
p r o c e d u r e is as fo l lows : t h e gross profit h a v i n g been de te r -
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m i n e d by the M e r c h a n d i s e or T r a d i n g Accoun t , t h e a m o u n t 
is t r a n s f e r r e d to t h e credi t of t h e Prof i t a n d Loss Accoun t . 
A l l n o m i n a l accoun ts w i t h debi t ba lances a re cha rged , 
a n d al l n o m i n a l accoun ts w i t h c red i t ba lances a re c red i ted 
to t h e P ro f i t a n d Loss Accoun t . Dep rec i a t i ons a n d r e ­
serves h a v i n g been also charged , t h e excess of t h e c r e d i t 
over t h e deb i t s ide is t h e a m o u n t of t h e n e t profit . 
V . S t a t e t h e pu rpose of (a) c o n s i g n m e n t account , ( b ) 
s h i p m e n t or a d v e n t u r e account , (c) a d v e n t u r e j o i n t ac ­
coun t , (d) m e r c h a n d i s e c o m p a n y account . Descr ibe how 
each shou ld be opened, conduc ted a n d closed. 
T h e p u r p o s e of 
(a) A c o n s i g n m e n t accoun t is t o show t h e profit or loss 
m a d e on sales effected t h r o u g h a second p a r t y , ca l led t h e 
consignee. 
(b) A s h i p m e n t or a d v e n t u r e accoun t is to show t h e 
profit or loss m a d e on a p a r t i c u l a r specula t ive s h i p m e n t of 
goods to a n o t h e r p lace for sale. 
( c ) A n a d v e n t u r e j o i n t a ccoun t is t o record p a r t i c u l a r s 
a n d show t h e u l t i m a t e profi t or loss on a t r a d i n g v e n t u r e , 
genera l ly of a t e m p o r a r y cha rac te r , i n wh ich two or m o r e 
persons jo in , who agree to share profits or losses in ce r t a in 
p r o p o r t i o n s . 
(d) A m e r c h a n d i s e c o m p a n y accoun t is to record t h e 
t r a n s a c t i o n s a n d profit or loss of a c o m p a n y f o r m e d t o 
conduc t a d v e n t u r e s a n d t h e s h i p m e n t s of m e r c h a n d i s e . 
( a ) Goods cons igned a re c red i ted by t h e cons ignor t o 
M e r c h a n d i s e Accoun t , a n d cha rged to C o n s i g n m e n t Ac ­
coun t u n d e r t h e n a m e of consignee. T h e consignee receives 
t h e goods a n d opens a c o n s i g n m e n t a ccoun t w i t h t h e con­
s ignor . H e charges i t w i t h expenses a n d commiss ion , a n d 
c red i t s i t w i t h sales. W h e n t h e t r a n s a c t i o n is comple ted 
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h e r e n d e r s a n accoun t sales a n d r e m i t s t h e ba l ance due t h e 
cons ignor . 
( b ) A s h i p m e n t or a d v e n t u r e accoun t is opened by 
c r e d i t i n g m e r c h a n d i s e , a n d c h a r g i n g t h e a c c o u n t w i t h t h e 
va lue of t h e goods sh ipped . I t is f u r t h e r c h a r g e d w i t h a l l 
expenses of s h i p m e n t a n d sales, a n d c r ed i t ed w i t h t h e 
a m o u n t s sold. A cred i t ba lance wou ld i n d i c a t e t h e a m o u n t 
of ne t profi t on t h e a d v e n t u r e , wh ich shou ld be c red i t ed to 
Prof i t a n d Loss A c c o u n t . 
( c ) A n a d v e n t u r e j o i n t a ccoun t shou ld be c o n d u c t e d i n 
precise ly t h e same m a n n e r — t h e profi t be ing d i s t r i b u t e d as 
ag reed on a m o n g s t t h e p a r t i e s to t h e v e n t u r e . 
(d) T h e M e r c h a n d i s e C o m p a n y A c c o u n t is k e p t i n t h e 
s ame m a n n e r , t h e r e s u l t of each v e n t u r e b e i n g c red i t ed t o 
Prof i t a n d Loss A c c o u n t for u l t i m a t e d iv is ion a m o n g s t t h e 
s tockho lde r s . 
V I . Desc r ibe t h e en t r i e s necessary to open a set of 
doub le - en t ry books. I n w h a t respect is t h e doub le -en t ry 
sys tem p re fe rab le to t h e s ing le -en t ry s y s t e m ? 
D o u b l e - e n t r y books a re opened by first p r e p a r i n g com­
p le t e schedules of assets a n d l iab i l i t ies , t h e excess of t h e 
f o r m e r over t h e l a t t e r be ing t h e cap i t a l . One J o u r n a l 
e n t r y only is necessary , v i z . : 
S u n d r i e s , D r . ( a l l a s s e t s ) . 
T o S u n d r i e s ( a l l l i ab i l i t i es , i n c l u d i n g c a p i t a l ) . 
S u c h n o m i n a l accoun t s shou ld also be opened i n t h e 
l edge r as m a y be f o u n d necessary to r eco rd i n c o m e a n d 
e x p e n d i t u r e , a n d t h e books a r e " o p e n e d . " 
T h e doub le -en t ry sys tem is p re fe rab le to t h e s ing le -
e n t r y sys tem b e c a u s e : 
(a) by m e a n s of t h e t r i a l ba l ance t h e m a t h e m a t i c a l 
accuracy of t h e p o s t i n g is demons t r ab l e . 
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(b) by m e a n s of t he m e r c h a n d i s e accoun t t he gross 
profi t is de t e rminab l e . 
( c ) t h e accuracy of t he profit or loss shown by the profi t 
a n d loss accoun t is confirmed by t h e ba lance sheet . 
(d) a l l receipts a n d e x p e n d i t u r e , b o t h cap i ta l a n d rev­
enue , MUST a p p e a r on the l e d g e r ; 
(c ) compara t i ve s ta t i s t ics for fiscal per iods of a n y class 
of receipts a n d e x p e n d i t u r e a re ava i lab le . 
( f ) profit or loss m a y be shown on any d e p a r t m e n t , on 
any c o m m o d i t y sold, or on a n y a r t i c le m a n u f a c t u r e d . 
(g) t h e fac i l i ty offered for a r a p i d a n d exhaus t ive a u d i t 
is to t h a t ex t en t a d e t e r r e n t f r o m f r a u d u l e n t en t r i es . 
(h) l as t ly , n o t only is t h e a m o u n t of profit a n d loss 
shown b u t also the d i rec t source of same. 
V I I . Desc r ibe t h e process of c h a n g i n g s ingle e n t r y 
books to double en t ry . W h a t a d d i t i o n a l accoun ts a re r e ­
q u i r e d ? I s i t necessary to d i s t u r b a n y accounts a l r eady 
opened in t h e ledger , or to keep such accounts differently 
a f te r t h e c h a n g e ? 
S ing le e n t r y books m a y be r ead i ly conver ted i n t o doub le -
e n t r y books, i n t h e fo l lowing m a n n e r : F i r s t r u l e off a l l 
expense accoun ts a n d m a k e u p a comple te schedule of 
assets a n d l iabi l i t ies f rom al l sou rce s—whe the r on t h e 
books or not . D e t e r m i n e f rom t h e excess of t h e assets over 
t h e l iab i l i t ies t h e a m o u n t of t h e n e t cap i ta l , a n d t h e n m a k e 
t h e fo l lowing J o u r n a l e n t r y : 
S u n d r i e s , D r . ( e n u m e r a t e a l l a s s e t s ) . 
T o S u n d r i e s ( e n u m e r a t e a l l l i ab i l i t ies , i n c l u d i n g capi ­
t a l ) . 
T h e n open accounts , a n d post , l e av ing u n t o u c h e d those 
i t ems a l r eady open on the ledger . A t r i a l ba lance shou ld 
be t a k e n off a t once to prove t h e correc tness of t he o p e n i n g 
en t r ies . T h e a d d i t i o n a l accounts r equ i r ed would be such 
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as m i g h t be necessary f rom a p p e a r i n g a m o n g s t t h e asse t s , 
a n d such n o m i n a l accoun t s as m i g h t be r equ i red t o show 
in de ta i l , r evenue e x p e n d i t u r e and. income . 
I t is n o t necessary to d i s t u r b any accoun ts i n t h e l edge r 
(excep t t h e r u l i n g off of expense accoun t s as above s t a t e d ) , 
n o r to keep t h e m a n y different ly af ter t h e change . 
V I I I . Desc r ibe i n de ta i l t h e m a n n e r of c los ing a double 
e n t r y ledger . H o w shou ld t h e r e su l t s of t h e bus iness be 
s t a t e d ? W h y is p r o p e r t y unso ld c red i t ed to t h e accoun t 
to wh ich i t be longs before c los ing? H o w shou ld wor th l e s s 
a n d d o u b t f u l debts be t r e a t e d i n c lo s ing? 
F i r s t d e t e r m i n e t h e a m o u n t of gross profi t by c r e d i t i n g 
M e r c h a n d i s e A c c o u n t w i t h t h e i n v e n t o r y a t t h e e n d of t h e 
per iod , c a r r y a m o u n t of gross profi t to t h e c r ed i t of P r o f i t 
a n d Loss A c c o u n t , a n d b r i n g over t h e i n v e n t o r y as a deb i t 
ba l ance i n t h e M e r c h a n d i s e Accoun t . N e x t close ou t a l l 
n o m i n a l accoun t s i n t o t h e P ro f i t a n d Loss Accoun t . C h a r g e 
off a p r o p e r p e r c e n t a g e for deprec ia t ion , reserve for b a d 
debts , e tc . , a n d t h e excess of t h e c r ed i t s ide of Prof i t a n d 
Loss A c c o u n t over t h e deb i t wi l l be t h e ne t profit . 
T h e r e su l t s of t h e bus iness shou ld be s t a t ed i n t h e Prof i t 
a n d Loss Accoun t , t h e conf i rma t ion of t h e i r accuracy a p ­
p e a r i n g in t h e ba lance sheet , u n d e r t h e h e a d of increase 
or decrease of cap i t a l . 
P r o p e r t y is c r ed i t ed to t h e accoun t to w h i c h i t be longs 
before c los ing, because t h e object i n view is t o show t h e 
a c t u a l excess of sales over p u r c h a s e p r i ce of t h i n g s ac tua l ly 
sold. T h e o r e t i c a l l y i t wou ld a p p e a r m o r e cor rec t t o d ed u c t 
t h e a m o u n t f r o m t h e debi t s ide of t h e account . I n c los ing, 
wor th less deb ts shou ld be c h a r g e d t o profi t a n d loss ac­
coun t , wh i l e doub t fu l deb ts shou ld be ca r r i ed i n t o a s u s ­
pense accoun t or doub t fu l deb ts l edger . 
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I X . S t a t e t h e en t r ies necessary t o open a set of cor­
p o r a t i o n books so t h a t t h e assets m a y a p p e a r p r o p e r l y on 
t h e ledger . W h a t books a re necessary in co rpo ra t i on ac­
c o u n t i n g t h a t a re n o t necessary i n m e r c a n t i l e a c c o u n t i n g ? 
W h a t does t h e cap i t a l accoun t s h o w ? Define preferred 
stock, common stock, watered stock. 
I n o p e n i n g a set of books for a co rpo ra t i on a comple te 
set of schedules of assets a n d l iab i l i t i es shou ld first be 
p r e p a r e d a n d t h e a m o u n t of t h e au tho r i zed cap i t a l s tock 
a sce r t a ined f r o m t h e ar t ic les of i nco rpo ra t i on , a copy of 
wh ich shou ld be f o u n d in the M i n u t e book. T h e fo l lowing 
J o u r n a l e n t r y shou ld t h e n be m a d e : 
S u n d r y Assets , D r . 
T o S u n d r y L iab i l i t i e s ( i n c l u d e cap i t a l s t o c k ) . 
I f t h e assets do n o t equal t h e l iab i l i t ies some fictitious 
asse t m u s t be en te red so as to m a k e t h e ledger ba lance . 
Good Wi l l , E i g h t s a n d F r a n c h i s e s , O r g a n i z a t i o n A c c o u n t , 
a r e a few of t h e " f a n c y " t i t les used. I n t h e very r a r e cases 
where t h e assets EXCEED t h e l i ab i l i t i es t h e ba lance shou ld be 
c red i t ed t o Reserve Accoun t . 
I f any p o r t i o n of t h e cap i t a l s tock is offered for subsc r ip ­
t i o n t h e a m o u n t shou ld be c h a r g e d to S u b s c r i p t i o n A c ­
c o u n t a n d c red i t ed t o Cap i t a l Accoun t . S tock u n i s s u e d 
shou ld a p p e a r on t h e debi t s ide of t h e ledger u n d e r t h e 
h e a d of T r e a s u r y Stock. S u c h n o m i n a l accoun ts shou ld be 
opened as m i g h t be f o u n d necessary to set f o r t h t h e t r a n s ­
ac t ions c lear ly . T h e fo l lowing a d d i t i o n a l books a re neces­
s a ry for c o r p o r a t i o n s : M i n u t e Book, S tock or S h a r e s L e d ­
ge r , T r a n s f e r Book, S tock Cert i f icate Book. T h e C a p i t a l 
A c c o u n t shou ld show t h e a u t h o r i z e d a m o u n t of cap i t a l 
s tock. 
P r e f e r r e d S tock is a share cert if icate e n t i t l i n g the ho lde r 
t o a fixed r a t e of d iv idend before a n y be dec la red on t h e 
C o m m o n Stock. 
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C o m m o n S tock is a sha re cert i f icate e n t i t l i n g t h e h o l d e r 
t o sha re i n t h e profi t e a r n e d i n t h e f o r m of d iv idends if 
dec la red . T h e h o l d e r is also e n t i t l e d t o vote a t s tock­
h o l d e r s ' m e e t i n g s . 
W a t e r e d S tock is c ap i t a l s tock i s sued for w h i c h n o v a l u e 
h a s been received. 
X . S t a t e t h e objec t of each of t h e f o l l o w i n g : P l a n t 
accoun t , c ap i t a l accoun t , s u r p l u s or reserve f u n d a c c o u n t , 
r e d e m p t i o n f u n d accoun t , dep rec i a t ion accoun t . 
P l a n t A c c o u n t shou ld be c h a r g e d w i t h t h e cost of p l a n t 
a n d m a c h i n e r y , a n d w i t h a n y e x p e n d i t u r e s wh ich m a y en­
h a n c e i t s va lue . I t s h o u l d be pe r iod ica l ly c red i t ed w i t h a 
p r o p e r pe rcen tage for dep rec i a t ion consequen t on wea r a n d 
t ea r . 
C a p i t a l A c c o u n t of a firm shou ld be c red i t ed w i t h 
a m o u n t inves ted , a n d w i t h prof i t ea rned , as shown by t h e 
prof i t a n d loss accoun t . I t s hou ld be c h a r g e d w i t h cash 
w i t h d r a w n . C a p i t a l A c c o u n t of a co rpo ra t i on shou ld show 
t h e t o t a l a m o u n t of i t s au tho r i zed cap i t a l s tock. S u r p l u s 
A c c o u n t shou ld be c red i t ed w i t h profi ts as shown by t h e 
P ro f i t a n d Loss Accoun t . I t shou ld show a t any t i m e t h e 
a m o u n t of u n d i s t r i b u t e d profi ts . 
Reserve F u n d A c c o u n t s h o u l d be c red i t ed pe r iod ica l ly 
w i t h such a p o r t i o n of t h e profi ts as m a y be t h o u g h t des i r ­
able to m e e t c e r t a i n e x p e n d i t u r e s or losses. T h u s t h e r e 
m a y be reserve for b a d debts , reserve for deprec ia t ion , etc . 
T h e p u r p o s e of t h e reserve shou ld a lways be specified, a n d 
i t shou ld only be u s e d for such pu rpose . 
R e d e m p t i o n F u n d A c c o u n t is t h e t i t l e app l i ed to a n ac­
c o u n t whose object is t o r eco rd t h e a m o u n t of m o n e y set 
as ide pe r iod ica l ly t o r e d e e m some g iven ob l iga t ion ( g e n e r ­
al ly b o n d s ) a t some f u t u r e t i m e . T h e R e d e m p t i o n F u n d 
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A c c o u n t shou ld be r ep resen ted by a c red i t ba lance , wh i l e 
t h e f u n d itself, cons is t ing of cash or i n v e s t m e n t s , w o u l d of 
•course be a debi t i t em. 
Deprec i a t i on A c c o u n t shou ld show a t a n y t i m e t h e 
a m o u n t set as ide ou t of e a r n i n g s to rep lace p l a n t , m a c h i n ­
ery, etc. , w h e n w o r n out . 
XI. W h a t shou ld be done r e g a r d i n g t h e books on t h e 
admis s ion of a n e w p a r t n e r i n t o a firm? W h a t e n t r y 
shou ld be m a d e ( a ) w h e n cash is inves ted for a ce r t a in 
s h a r e i n t h e ga in s a n d losses ( b ) w h e n a specified a m o u n t 
is p a i d t o t h e old m e m b e r s for a c e r t a i n share i n t h e g a i n s 
a n d losses? 
A n i n v e n t o r y shou ld be t aken , t h e books closed, a n d 
cap i t a l accoun t s ad jus t ed . 
(a) T h e a m o u n t inves ted shou ld be cha rged to Cash 
Accoun t , a n d c red i ted to the new p a r t n e r . 
(b ) T h e a m o u n t shou ld be d iv ided be tween the old p a r t ­
n e r s p r o r a t a . I t need n o t necessar i ly be p laced i n t h e 
bus iness . T h e old p a r t n e r s shou ld be charged , a n d t h e 
new p a r t n e r be c red i ted w i t h such a n a m o u n t as m a y be 
necessary to give express ion to t h e a g r e e m e n t . 
X I I . W h a t is u n d e r s t o o d by cost or fac to ry book­
k e e p i n g ? W h a t is shown by t h e cost books? W h a t a r e 
t h e p r i n c i p a l i t e m s e n t e r i n g i n t o t h e cost of m a n u f a c t u r e d 
p r o d u c t s ? 
B y cost or fac tory bookkeep ing is m e a n t t h e k e e p i n g a 
de ta i l ed r ecord of t h e cost of different a r t i c les m a n u f a c ­
t u r e d . T h e debi t s ide shou ld show t h e i r a c t u a l cost. T h e 
cost books shou ld show p r i m e cost, cost a n d q u a n t i t i e s 
m a n u f a c t u r e d . 
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T h e p r i n c i p a l i t ems e n t e r i n g i n t o cost a r e : 
M a t e r i a l ( i n c l u d i n g f r e i g h t ) ; L a b o r ; D i r e c t a n d de­
p a r t m e n t a l expense of p r o d u c t i o n ; S u p e r i n t e n d e n t ' s 
wages , e t c . ; D e p r e c i a t i o n of b u i l d i n g s a n d p l a n t ; 
L i g h t , h e a t , r e n t , i n s u r a n c e a n d t axes , dep rec ia t ion , 
sa la r ies , e tc . 
X I I I . W h a t is m e a n t by t h e voucher sys tem of book­
k e e p i n g ? Desc r ibe t h e voucher record book. 
T h e voucher sys tem of bookkeep ing is des igned to ob­
v i a t e t h e necessi ty of k e e p i n g i n d i v i d u a l accoun t s w i t h 
c r e d i t o r s , wh i l e af fording comple te de ta i l ed ana lys i s of ex­
p e n d i t u r e u n d e r classified h e a d i n g s . A s bi l ls a r e app roved 
fo r p a y m e n t t h e y a r e p laced i n a voucher fo lder , a n d t h e 
ana ly s i s of e x p e n d i t u r e is en t e r ed in c o l u m n s r u l e d a t t h e 
back. E a c h folder is n u m b e r e d a n d passed on for e n t r y in 
t h e voucher record book. 
T h e voucher r eco rd book con t a in s c o l u m n s for t h e n u m ­
bers of t h e vouchers , n a m e s of c red i to r s , t o t a l a m o u n t of 
b i l l s , a n d a sepa ra t e c o l u m n for each i t e m of e x p e n d i t u r e . 
A t t h e end of t h e m o n t h t h e to ta l s of t h e first c o l u m n is 
pos t ed to t h e c red i t of a n accoun t e n t i t l e d " V o u c h e r s P a y ­
a b l e " i n t h e g e n e r a l l edger . T h e t o t a l of every o the r 
c o l u m n is pos ted t o t h e deb i t of t h e n o m i n a l a ccoun t whose 
h e a d i n g i t bea rs , t h u s c o m p l e t i n g t h e double en t ry . A sepa­
r a t e c o l u m n is k e p t i n t h e cash book for vouchers payab le 
p a i d , t h e t o t a l of wh ich is m o n t h l y pos ted to t h e debi t of 
t h a t accoun t i n t h e ledger . 
T h e ba lance of t h e ledger a ccoun t wou ld show m o n t h l y 
t h e t o t a l a m o u n t of accoun t s payab le u n p a i d . 
X I V . H o w s h o u l d execu to r s ' a n d a d m i n i s t r a t o r s ' ac­
c o u n t s be s t a t ed for t h e p u r p o s e of f i l ing i n c o u r t ? W h a t 
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does the s u m m a r y of accoun ts u sua l l y i n c l u d e ? W h a t 
a re assets of the estate? W h e n a re d iv idends , i n t e r e s t a n d 
r e n t s to be t r e a t e d as p r i n c i p a l ? Define a n intermediate 
account. W h a t is a final account? W i t h w h a t does t h e 
executor cha rge h i m s e l f ? F o r w h a t does h e t a k e c r e d i t ? 
T h e y shou ld be filed i n such a way as to show u n d e r t h e 
h e a d of 
( 1 ) P r i n c i p a l — A m o u n t of i n v e n t o r y a t s t a r t a n d p a r ­
t i c u l a r s of i ncome a n d e x p e n d i t u r e u n d e r th i s h e a d i n 
schedule fo rm, t h e ba lance be ing a d d e d to t h e i n v e n t o r y , 
showing " b a l a n c e " of p r i n c i p a l . 
( 2 ) I n c o m e — P a r t i c u l a r s of a l l r ece ip t s a n d e x p e n d i ­
t u r e c o m i n g u n d e r t h i s head in schedule fo rms . T h e s u m ­
m a r y of accoun t s shows to ta l s of p r i n c i p a l a n d i n c o m e , 
rece ip ts a n d e x p e n d i t u r e a n d t h e ba l ance avai lable for d i s ­
t r i b u t i o n . 
Assets of t h e es ta te a re al l pe r sona l p rope r ty , i.e., g e n ­
era l ly speak ing , e v e r y t h i n g except r ea l es ta te . 
D i v i d e n d s , i n t e r e s t a n d r e n t a re to be t r ea t ed as p r i n c i p a l 
w h e n t h e y were accrued a t t h e t i m e of t h e dea th of t h e 
t es ta to r . 
A n i n t e r m e d i a t e accoun t is one filed a t a n y t i m e p rev ious 
t o t h e final account . I t m a y be m a d e a t a n y t i m e by an 
executor v o l u n t a r i l y , or he m a y be o rde red to file one a t 
a n y t i m e by t h e S u r r o g a t e . 
A final a ccoun t is one s u b m i t t e d showing t h e ba lance i n 
t h e h a n d s of t h e executor ava i lab le for d i s t r i b u t i o n p r i o r 
t o i t s j u d i c i a l s e t t l emen t . 
T h e execu tor charges h imse l f w i t h t h e assets of t h e 
es ta te a n d a n y ba lance of increase , of p r i n c i p a l or excess of 
i n c o m e rece ip t s over i ncome e x p e n d i t u r e . 
H e c red i t s h imse l f w i t h al l p a y m e n t s m a d e by h i m , i n ­
c l u d i n g commiss ion . 
63 
X V . W h a t is t h e d u t y of t h e ass ignee 's a c c o u n t a n t i n 
t h e case of a n a s s i g n m e n t ? H o w is t h e i n v e n t o r y s t a t e d ? 
W h a t a re i n c l u d e d i n t h e schedu les? H o w is t h e ass ignee 's 
a c c o u n t s t a t ed for submiss ion t o t h e c o u r t ? W h a t does 
t h e s u m m a r y of accoun t u sua l l y i n c l u d e ? W i t h w h a t does 
t h e ass ignee c h a r g e h i m s e l f ? F o r w h a t does he t a k e 
c r e d i t ? 
T o p r e p a r e a n i n v e n t o r y of a l l p r o p e r t y c o m i n g i n t o t h e 
possession of t h e ass ignee a n d to p r e p a r e a s t a t e m e n t of 
affairs . H e shou ld also open a new set of books des igned 
to show i n de ta i l t h e t r a n s a c t i o n s of t h e ass ignee. T h e i n ­
v e n t o r y s ta tes i n de t a i l p a r t i c u l a r s of a l l t h e p r o p e r t y , t h e 
q u a n t i t y a n d e s t i m a t e d va lue . I n t h e schedules a re con­
t a i n e d a l i s t of accoun t s receivable a t n o m i n a l a n d es t i ­
m a t e d rea l i zab le va lue , also accoun t s a n d bi l l s payab le . 
P r e f e r r e d c l a ims a r e deduc t ed f rom t h e assets . I t shou ld 
be s h o w n i n schedule f o r m , a n d disclose t h e a m o u n t of 
p r o p e r t y w h i c h came i n t o h is possession, t h e a m o u n t s r e ­
ceived by h i m , a n d h is expenses of a d m i n i s t r a t i o n . I t 
s hou ld also show t h e ba l ance ava i lab le for d i s t r i b u t i o n 
a m o n g s t t h e c red i to r s . T h e s u m m a r y of accoun t shows t h e 
t o t a l a m o u n t s received as per schedule , a n d t o t a l expend i ­
t u r e s ; also t h e ba lance ava i lab le for d i s t r i b u t i o n . 
H e charges h imse l f w i t h a l l t h a t he receives a n d t akes 
c r e d i t for a l l t h a t h e expends . H e cha rges h imse l f also 




I . S t a t e a n d exp l a in t h e two p r i n c i p a l pu rposes for 
wh ich accoun ts a re kep t . 
T h e two p r i n c i p a l pu rposes for wh ich accounts a r e k e p t 
a r e : (a) T o preserve such a n expl ic i t r ecord of every 
t r a n s a c t i o n t h a t i t s exact n a t u r e m a y be perceived a t once. 
(b) T o classify t h e m i n such a m a n n e r t h a t t h e t o t a l 
r e su l t of t h e t r a n s a c t i o n s for a n y g iven pe r iod m a y be 
r ead i ly ob ta ined . 
I I . W h a t i m p o r t a n t f ea tu res of a business a re shown 
by double e n t r y bookkeeping t h a t s ingle e n t r y books can 
n o t s h o w ? E x p l a i n clearly. 
(a) N o t only t h e amount of profit or loss for a n y g iven 
pe r i od is a sce r ta inab le , b u t also t h e source of s a m e — 
w h e t h e r by d e p a r t m e n t s or class of goods sold. I n s ing le 
en t ry , t h e a m o u n t of t h e profit only is shown by c o m p a r i n g 
t h e t o t a l resources by t h e t o t a l l iabi l i t ies . 
( b ) N o t only is t h e n e t profit shown by m e a n s of t h e 
profi t a n d loss account , b u t also t h e gross profit by m e a n s 
of t h e m e r c h a n d i s e or t r a d i n g account . I n s ingle e n t r y 
t h e m e r c h a n d i s e accoun t is n o t kep t . B y m e a n s of t h i s 
account , i t is also possible t o d e t e r m i n e t h e a c t u a l or a p ­
p r o x i m a t e a m o u n t of t h e i n v e n t o r y a t t h e e n d of any g iven 
pe r iod by ca l cu l a t i ng t h e p e r c e n t a g e of gross profit for p a s t 
years . T h i s is a m o s t i m p o r t a n t a n d va luab le piece of 
i n f o r m a t i o n i n t h e case of a fire. 
(c) A l l e x p e n d i t u r e m u s t be recorded a n d a l l r ece ip t s 
accoun ted for. 
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(d) T h e t r i a l ba l ance is prima facie evidence of t h e cor­
rec tness of t h e pos t i ng , a n d inc iden ta l ly , c o m p a r a t i v e s ta ­
t i s t i cs of m o n t h l y rece ip ts a n d e x p e n d i t u r e s u n d e r classified 
h e a d i n g s a re ava i lab le . 
( e ) T h e use of t h e c o l u m n a r sys tem in books of o r i g i n a l 
e n t r y m i n i m i z e s t h e labor of p o s t i n g a n d fac i l i t a tes a n a l y t i ­
cal i n f o r m a t i o n . 
( f ) T h e s u p e r i o r faci l i ty offered for a n exhaus t ive a n d 
r a p i d a u d i t i s — t o t h a t e x t e n t — a d e t e r r e n t f r o m f r a u d u l e n t 
en t r i es , a n d o the r i r r egu l a r i t i e s . 
I I I . Descr ibe t h e o r d i n a r y m e r c h a n d i s e accoun t a n d 
s t a t e i t s pu rpose . Does i t ful ly accompl i sh t h e p u r p o s e 
d e s i r e d ? Give reasons for y o u r answer . 
T h e o r d i n a r y m e r c h a n d i s e accoun t i s first c h a r g e d w i t h 
t h e a m o u n t of t h e i n v e n t o r y a t t h e c o m m e n c e m e n t of a n y 
fiscal pe r iod , a n d w i t h al l pu rchases a n d r e t u r n s by cus­
t o m e r s . I t is c r ed i t ed w i t h a l l s a l e s ; w i t h r e t u r n s t o 
c red i to r s , a n d w i t h t h e i nven to ry a t t h e end of t h e per iod . 
T h e excess of t h e c red i t over t h e debi t s ide is t h e a m o u n t 
of gross profit , w h i c h is c h a r g e d to m e r c h a n d i s e account , 
a n d c red i ted to profi t a n d loss account . I t s p u r p o s e is to 
show t h e a m o u n t of gross profit a n d t h e a m o u n t of p u r ­
chases a n d sales. 
I t does n o t ; because t h e a m o u n t of t h e i nven to ry , a n 
ind i spensab le f ac to r i n d e t e r m i n i n g the gross profi t , is 
never shown, except w h e n special ly t a k e n a t t h e e n d of a 
s t a t ed per iod . A g a i n , wh i l e t h e a m o u n t s of sales, p u r ­
chases a n d r e t u r n s m a y be f o u n d by ana lys i s of t h e con ten t s 
of t h e account , t h e ba lance as i t appea r s a t t h e e n d of every 
m o n t h i n t h e t r i a l ba lance is mean ing le s s . 
I V . Descr ibe a voucher record a n d t h e process of con­
d u c t i n g a vouchers payab le sys tem. S t a t e ful ly t h e ad ­
v a n t a g e of t h i s sys tem. 
6G 
A voucher record is a c o l u m n a r j o u r n a l des igned to do 
a w a y w i t h t h e necessi ty of keep ing ledger accoun ts w i t h 
c red i to r s i nd iv idua l ly . I t is r u l e d w i t h pa ra l l e l c o l u m n s 
for voucher n u m b e r , da te , n a m e of c redi tor , t o t a l a m o u n t 
of bil l , a n d as m a n y add i t i ona l c o l u m n s as m a y be f o u n d 
necessary to d i s t r i b u t e t h e ana lys i s u n d e r classified de­
scr ip t ive h e a d i n g s of purchases . T h e t o t a l of t h e first 
c o l u m n is pos ted m o n t h l y to t h e c red i t of a n account cal led 
"vouche r s p a y a b l e " i n the l e d g e r , a n d t h e sepa ra te t o t a l of 
each of t h e o ther co lumns is pos ted to t h e debi t of t h e 
n o m i n a l accoun t co r re spond ing to i t s t i t l e — t h u s effecting 
t h e double en t ry . As bills a re passed for p a y m e n t , t hey 
a r e encased in a voucher folder whose face bears ana ly t i c 
co lumns , c o r r e s p o n d i n g to those i n t h e voucher record 
book. T h e p a r t i c u l a r s a re t h e n filled i n a n d t h e voucher 
is passed on to be recorded . W h e n a check is sent i n pay­
m e n t , i t is cha rged in t h e voucher payab le c o l u m n in t h e 
cash book, t h e t o t a l of which is pos ted m o n t h l y to t h e debi t 
of t h e vouchers payab le account i n t h e ledger . T h e ba l ­
ance of t h i s account r ep resen t s t h e a m o u n t of accounts pay ­
ab le . T h e a d v a n t a g e of t h e sys tem is t h e faci l i ty afforded 
for m i n u t e ana lys i s i n t h e record of e x p e n d i t u r e , a n d t h e 
e n o r m o u s sav ing of labor i n pos t ing . 
V . R e c o m m e n d , w i t h al l necessary exp lana t ions , a set 
of books pecu l i a r ly a d a p t e d to t h e use of a firm t h a t deals 
exclus ively i n b u t t e r , cheese a n d eggs , a t wholesale , r e t a i l 
a n d on commiss ion , a n d has t h r e e b ranches in t h e same 
ci ty, t h e books be ing kep t a t t h e m a i n s tore . 
I t is a s s u m e d t h a t a l l m e r c h a n d i s e wi l l be p u r c h a s e d by, 
cons igned to , a n d supp l i ed to t h e b r a n c h s tores f r o m t h e 
m a i n office. E a c h b r a n c h s to re shou ld have two cash 
books, sales books, a n d c red i t books for a l t e r n a t e d a y s — 
which wou ld be sen t to t h e office to be recorded on t h e 
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books k e p t t h e r e . Cash books shou ld be r u l e d for cash 
sales a n d c red i t s a l e s—sepa ra t e c o l u m n s b e i n g p r o v i d e d f o r 
b u t t e r , a m o u n t a n d l b s . ; cheese, a m o u n t a n d l b s . ; eggs , 
a m o u n t a n d dozens. T h e sales books shou ld be r u l e d so 
as to afford t h e s ame i n f o r m a t i o n . T h e t o t a l q u a n t i t i e s 
sold shou ld be m o n t h l y deduc ted f r o m t h e q u a n t i t i e s 
c h a r g e d to t h e b r a n c h e s by t h e m a i n office; t h e difference 
shou ld shew t h e i nven to ry . 
T h e a c t u a l i n v e n t o r y wi l l a lways be a c t u a l l y less, a n d 
t h e difference, t h e s h r i n k a g e , s h o u l d be w r i t t e n off 
m o n t h l y . 
A t t h e m a i n office shou ld be k e p t a Genera l L e d g e r , 
P u r c h a s e Ledge r , two b r a n c h s tore C u s t o m e r s ' L e d g e r s , 
Cash Book, P u r c h a s e J o u r n a l , Sa les J o u r n a l , a n d for 
r ecord of c o n s i g n m e n t " p i c k u p " sheets . 
P u r c h a s e s shou ld be passed t h r o u g h t h e p u r c h a s e j o u r ­
n a l as t o q u a n t i t y of c o m m o d i t y a n d a m o u n t s , c red i t ed t o 
t h e vendor , a n d c h a r g e d i n t h e Gene ra l L e d g e r m o n t h l y t o 
t h e c o m m o d i t y accoun t . 
Sa les shou ld be passed t h r o u g h t h e Sa les J o u r n a l i n t h e 
same way , c h a r g e d to cus tomer s or b r a n c h s tores , a n d 
c red i t ed m o n t h l y to t h e c o m m o d i t y accoun t s . 
T o t a l pu rchase s , less t o t a l sales, shou ld shew t h e i n v e n ­
t o r y m o n t h l y ; t h e s h r i n k a g e shou ld be w r i t t e n off. 
T h e G e n e r a l C a s h Book shou ld h a v e c o l u m n s for cash 
received da i ly f r o m each s to re a n d t h a t received a t 
m a i n office. T o t a l received for each s tore i s m o n t h l y 
c red i t ed t o c u s t o m e r s c o n t r o l l i n g accoun t fo r each 
b r a n c h s tore k e p t i n Gene ra l L e d g e r . T h e Gene ra l Cash 
Book shou ld also h a v e r u l i n g s for expense c o l u m n s for 
each b r a n c h s to re a n d such a d d i t i o n a l ones as m a y be 
necessary t o d iv ide u p t h e bus iness of t h e m a i n office. 
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B r a n c h s tore 's cus tomer s ' l edgers shou ld be da i ly pos ted 
—sa les , cash a n d r e t u r n s — f r o m books sen t u p to t h e m a i n 
office a n d a gene ra l l edger a ccoun t i n each wi l l m a k e t h e m 
se l f -ba l anc ing—cor re spond ing i n a m o u n t t o t h e b r a n c h 
s tore 's c u s t o m e r s ' con t ro l l i ng accoun t i n t h e Gene ra l 
Ledge r . 
C o n s i g n m e n t s shou ld each receive a " l o t " n u m b e r a n d 
p a r t i c u l a r s as to quan t i t i e s , &c. A s goods are disposed of 
they shou ld be en t e r ed on t h e sheet a n d a sales s l ip passed 
t h r o u g h to cha rge cus tomer i n Sales J o u r n a l . W h e n a 
" l o t " is d isposed of, t h e a m o u n t rea l ized less commiss ion 
a n d expenses shou ld be c red i t ed to cons ignor on t h e 
Genera l L e d g e r t h r o u g h t h e P u r c h a s e J o u r n a l a n d t h e 
to t a l n e t cost t h u s shewn c h a r g e d to t h e p a r t i c u l a r com­
m o d i t y accoun t . A check to cons ignor wi l l t h e n close u p 
t h e account . 
A t t h e m a i n office t h e fo l lowing r e s u l t s can be s h e w n : 
(a) A m o u n t a n d q u a n t i t y of every c o m m o d i t y p u r ­
chased a n d sold by m a i n s tores a n d t h e gross profi t a n d 
n e t prof i t on t h e whole bus iness . A m o u n t a n d q u a n t i t y 
of every c o m m o d i t y sold by b r a n c h s tores , t h e a m o u n t of 
s tock on h a n d , t h e a m o u n t owing by t h e i r cus tomers a n d 
t h e gross a n d n e t profi t e a r n e d . 
V I . Define t h e fo l lowing t e r m s as app l i ed t o a c c o u n t s : 
Personal, real, nominal, resource, liability. M e n t i o n two 
rea l a n d three n o m i n a l accounts . 
P e r s o n a l - - - w i t h persons . 
R e a l — r e a l va lue . 
N o m i n a l — n a m e s only . T h e y c o n t a i n i t e m s of i ncome 
a n d e x p e n d i t u r e . 
Resources—ano the r for asse ts— i . e., w h a t one owns, 
e i the r i n possession or ac t ion. 
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L i a b i l i t y — w h a t is owed. 
T w o r e a l accoun t s—cash , p l a n t a n d m a c h i n e r y . 
T h r e e n o m i n a l accoun t s—in te r e s t , d i scount , wages . 
V I I . Descr ibe t h e n a t u r e of t h e fo l lowing a c c o u n t s : 
C o n s i g n m e n t , t r a d i n g , suspense , cons t ruc t ion , subscr ip t ion . 
A c o n s i g n m e n t accoun t is one k e p t by a pe r son cal led 
t h e cons ignee t o record h i s t r a n s a c t i o n s i n se l l ing t h e goods 
of a n o t h e r pe r son , ca l led t h e cons ignor . I t r ecords cost 
a n d se l l ing p r ice of goods, expenses a t t e n d i n g t h e h a n d l i n g 
of same , a n d h i s profi t on t h e t r a n s a c t i o n . 
A t r a d i n g accoun t is des igned to show t h e gross profit 
o n sales. I t is c h a r g e d w i t h pu rchases , a n d expenses a t ­
t e n d i n g t h e same, a n d c red i t ed w i t h sales, a n d w i t h i nven ­
t o r y a t t i m e of stock t a k i n g . T h e excess of t h e c red i t s ide 
over t h e debi t sides is t h e gross profit . 
A suspense accoun t is one opened to c o n t a i n those ac­
c o u n t s receivable whose rea l i za t ion is doub t fu l . A n y 
a m o u n t received on accoun t should be c red i ted a n d t h e ba l ­
ance , if f o u n d uncol lec tab le , should be ca r r i ed to B a d 
D e b t account . 
A Cons t ruc t i on A c c o u n t is one des igned to record t h e 
cost of c o n s t r u c t i n g b u i l d i n g s , roadbeds , etc. , of r a i l r o a d s , 
I t comes u n d e r t h e h e a d of cap i t a l e x p e n d i t u r e . 
A subsc r ip t ion account shou ld be c h a r g e d w i t h t h e t o t a l 
a m o u n t of cap i t a l s tock offered for sale. T h e j o u r n a l en­
t r y wou ld , of course , b e — S u b s c r i p t i o n A c c o u n t D r . , t o 
C a p i t a l S tock Accoun t . 
V I I I . F o r m u l a t e a n d exp la in a ru l e for d e t e r m i n i n g 
whe the r a n account shou ld be debi ted or c red i ted i n any 
g iven t r a n s a c t i o n . E x p l a i n t h e app l i ca t ion of t h e p r i n ­
c ip le . 
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(a) P e r s o n a l a c c o u n t s : if t h e a m o u n t wil l be received, 
d e b i t ; if no t , c red i t . 
(b) Real a c c o u n t s : debi t t h e accoun t wh ich is increased , 
a n d c red i t t h e person f rom w h o m received. 
(c) N o m i n a l a c c o u n t s : debi t w h a t is n o t to be r ece ived ; 
c red i t w h a t is . 
E x a m p l e (a) So ld goods to A ; t h e a m o u n t wil l be r e ­
ce ived ; debi t A . P u r c h a s e d goods f rom B , t h e a m o u n t 
wi l l n o t be r ece ived ; c red i t B , etc . 
I X . Descr ibe a safe a n d easy sys tem of k e e p i n g t h e ac­
coun t of goods r e t u r n e d , (a) as buyer , (b) as seller. 
(a) As buyer , w h e n goods a re r e t u r n e d , t h e s tockkeeper 
shou ld m a k e out a s l ip w i t h n a m e of firm to w h o m r e t u r n e d 
q u a n t i t y of goods, p r ice , etc. , a n d pass same in to t h e book­
keeper for e n t r y i n t h e r e t u r n book a n d for m a i l advice. 
E a c h sl ip shou ld be consecut ively n u m b e r e d , be s igned by 
s tockkeeper , a n d by s h i p p i n g clerk. A f t e r b e i n g e n t e r e d 
i n t h e r e t u r n book by t h e bookkeeper , each sl ip shou ld be 
p rese rved as a voucher . 
(b) As seller, p a r t i c u l a r s of goods r e t u r n e d should be 
en t e r ed on a sl ip a n d t u r n e d over t o t h e stock clerk, w h o 
shou ld en te r i n s tock book, s ign s l ip , a n d pass on t o book­
keeper for e n t r y in t h e c red i t book. S l ips shou ld be con­
secut ively n u m b e r e d a n d preserved as vouchers . I n each 
case, t h e des ign shou ld be to have the r ecord pass t h r o u g h 
as m a n y h a n d s as possible. 
X. S t a t e expl ic i t ly a n d ful ly t h e func t ion of t h e profi t 
a n d loss account . D i s t i n g u i s h be tween t h e func t ion of t h e 
profi t a n d loss a ccoun t a n d t h a t of t h e ba lance sheet . 
T h e func t ion of t h e profit a n d loss accoun t is to de t e r ­
m i n e by a compar i son of t h e ba lances of t h e n o m i n a l ac -
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c o u n t s w h e t h e r a profit o r loss has been m a d e for some 
s t a t ed pe r iod . I f t h e t o t a l c red i t ba lances p r e p o n d e r a t e , a 
profi t h a s been e a r n e d ; if o therwise , a loss. Whi l e t h e 
func t ion of t h e profi t a n d loss accoun t is t o d e t e r m i n e t h i s 
po in t , t h a t of t h e ba lance sheet i s to disclose t h e exac t 
financial pos i t ion of a firm at a g iven m o m e n t . I t also 
conf i rms t h e r e su l t shown in t h e prof i t a n d loss accoun t by 
e x h i b i t i n g a c o r r e s p o n d i n g increase in t h e s u r p l u s of assets 
over l iabi l i t ies . 
X I . S o m e p r o p r i e t o r s keep a p r i v a t e l edger of t h e i r 
bus iness , t o w h i c h bookkeepers a n d c lerks have n o access. 
E x p l a i n t h e p u r p o s e of such a book, a n d show w h a t ac­
c o u n t s i t u sua l l y con ta in s a n d h o w i t is m a d e to ag ree w i t h 
t h e g e n e r a l l edger . 
T h e p u r p o s e of t h e p r i v a t e l edge r is t o con t a in such ac ­
c o u n t s as m a y be deemed des i rab le t o be k e p t f r o m t h e 
knowledge of t h e gene ra l office staff. I t u s u a l l y c o n t a i n s 
c a p i t a l account , profi t a n d loss account , loans , i n v e s t m e n t s , 
e tc . A p p e n d e d to t h e g e n e r a l t r i a l ba lance sheet , is a n 
accoun t m a r k e d " P r i v a t e L e d g e r . " T h e difference be tween 
t h e t o t a l deb i t a n d c red i t ba lances i n t h e p r i v a t e l edger i n ­
se r t ed h e r e shou ld m a k e t h e g e n e r a l t r i a l ba l ance correc t . 
I f t h i s ba l ance be k e p t i n t h e h a n d s of t h e p r i n c i p a l , a pe r ­
fect check a g a i n s t " fo rced b a l a n c e s " can a lways be m a i n ­
t a i n e d . 
X I I . S t a t e t h e t heo ry a n d p u r p o s e of each of t h e fol­
lowing, a n d show where in t h e y differ : (a) reserve f u n d , 
(b) s i n k i n g f u n d . 
P r o p e r l y speak ing , a n y " f u n d " shou ld be r ep resen ted by 
a deb i t ba lance , i. e., i t shou ld be i n t h e f o r m of some 
specific i n v e s t m e n t . T h e c o r r e s p o n d i n g l i ab i l i ty wou ld be 
t h e " a c c o u n t . " A reserve " a c c o u n t " — n o t " f u n d " — i s 
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fo rmed by s e t t i n g as ide per iod ica l ly some p o r t i o n of t h e 
profi ts of a concern by a cha rge to r evenue account , a n d a 
c red i t to reserve account . T h e p u r p o s e of t h e reserve 
should a lways be clearly s t a t ed a n d used only for such 
pu rpose . I f i t be a reserve " f u n d , " t h e a m o u n t should be 
r ep resen ted by some specific asset. 
T h e difference be tween t h e reserve f u n d a n d t h e s i n k i n g 
f u n d is t h i s : T h a t whereas t h e necess i ty of t h e f o r m e r m a y 
be c o n t i n g e n t — t h a t of t h e l a t t e r is a b s o l u t e — i n a s m u c h as 
i t is a s u m of m o n e y a c c u m u l a t e d by i n s t a l l m e n t s t o l i qu i ­
da te a l iab i l i ty of s ta ted m a g n i t u d e a t a des igna ted t i m e . 
X I I I . S t a t e t h e gene ra l t h e o r y of t h e ba lance sheet . O n 
w h a t t heo ry does t h e E n g l i s h fo rm of ba lance sheet differ 
f rom t h e c o n t i n e n t a l a n d A m e r i c a n f o r m ? Give a n a r g u ­
m e n t e i the r for or aga ins t t h e E n g l i s h fo rm. 
T h e g e n e r a l t heo ry of t h e ba l ance sheet is , t h a t i t is a n 
exh ib i t i n condensed f o r m of a l l t h e accounts i n t h e l edge r 
a t a p a r t i c u l a r m o m e n t of t i m e . T h e E n g l i s h f o r m differs 
f r o m t h e A m e r i c a n a n d c o n t i n e n t a l on t h e t h e o r y t h a t t h e 
l a t t e r r ep resen t s t h e c los ing ba l ance account as exh ib i t ed i n 
j o u r n a l fo rm, whi le t h e f o r m e r r ep re sen t s t h e o p e n i n g 
fo rm. T h e advocates for t h e E n g l i s h f o r m deny t h a t 
t h e ba l ance sheet is a n a c c o u n t ; a n d also affirm t h a t i n 
t h e i r f o r m t h e p r o p r i e t o r is a deb tor for h is l iabi l i t ies a n d 
a c red i to r for h i s assets. T h e r e is n o doub t t h a t t h e pa s ­
sage of t h e E n g l i s h Compan ie s Ac t of 1862 is l a rge ly r e ­
sponsible for t h e now a lmos t un ive r sa l a d o p t i o n of t h e 
E n g l i s h f o r m ( l iab i l i t ies on t h e left h a n d side a n d assets 
on t h e r i g h t ) i n t h a t coun t ry . T h e u n a n s w e r a b l e a r g u ­
m e n t a g a i n s t t h e E n g l i s h f o r m is, t h a t t h e ba lance sheet 
is n o t a n ex t r ac t f rom t h e j o u r n a l , b u t f rom t h e l edger , 
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a n d t h a t b e i n g so, t h e r e is no va l id reason why t h e sides 
of t h e accoun t s shou ld be t r ansposed . 
X I V . Define permanent assets, floating assets. Show 
how each shou ld be t r e a t e d i n a s c e r t a i n i n g t h e s t a n d i n g 
of a bus iness a t a n y specified t i m e . S t a t e t h e t h e o r y of 
each s tep i n t h e process . 
P e r m a n e n t assets a re those c o n t i n u a l l y r e q u i r e d for t h e 
p r o p e r c o n d u c t of a bus iness , a n d b e i n g cons t an t l y used , 
are sub jec t t o deprec ia t ion i n va lue t h r o u g h w e a r a n d t ea r . 
I n a s c e r t a i n i n g t h e i r va lue a t a n y g iven t i m e , p u r c h a s e 
pr ices shou ld be e x a m i n e d a n d each account s c ru t in i zed t o 
see t h a t r e p a i r s a n d renewals have n o t been a d d e d t o t h e 
cost. F u r t h e r , care shou ld be exercised t o see t h a t a 
p r o p e r a m o u n t h a s been w r i t t e n off per iod ica l ly for de­
p rec i a t ion . I f a n y doub t still r e m a i n s as to t h e i r a c t u a l 
va lue , t h e services of a compe ten t a p p r a i s e r should be in ­
voked. 
F l o a t i n g assets a re those wh ich f luc tua te i n a m o u n t f rom 
t i m e to t i m e a n d cons t i t u t e t h e w o r k i n g cap i t a l of t h e 
bus iness . 
Cash can, of course, be verified, m e r c h a n d i s e can be ap -
"praised, bi l ls receivable can be inspec ted , accoun ts r e ­
ceivable can be g o n e over, a n d a p r o p e r deduc t i on m a d e 
for doub t fu l accoun t s , d i scoun ts , e tc . 
X V . Descr ibe two fo rms of sales ledger a n d t h e process 
of e n t e r i n g t h e sales in each. E x p l a i n t h e a d v a n t a g e of 
each fo rm. 
T h e first f o r m wou ld be t h e o r d i n a r y l edger r u l i n g ; 
sales as m a d e be ing cha rged to cus tomer u n d e r p r o p e r 
da te , folio of sales book, " T o S u n d r i e s . " W h i l e qu i t e con­
ven ien t for t h e record of o r d i n a r y m e r c a n t i l e t r a n s a c t i o n s , 
" s u n d r i e s " wou ld be o r d i n a r i l y un in t e l l i g ib l e t o r e t a i l cus-
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t omer s . F o r r e t a i l s tores , a n o t h e r fo rm of r u l i n g wou ld 
be advan t ageous c o n t a i n i n g two p a r a l l e l debi t c o l u m n s a n d 
t h e o r d i n a r y c red i t co lumn. T h e first co lumn w o u l d be 
a de ta i led t r a n s c r i p t of t h e sales book as t o i t e m s — t h e t o t a l 
of each b i l l be ing ex tended i n t o t h e second c o l u m n — w h i c h 
is t h e one cons idered by t h e bookkeeper i n t a k i n g off h i s 
t r i a l ba lance . T h e first f o rm enta i l s less work in pos t i ng , 
b u t t h e second one is necessary for r e t a i l s tores , as t h e 
s t a t e m e n t r e n d e r e d m o n t h l y can be m a d e ou t i n i t emized 
fo rm f r o m the l edge r d i rec t , i n s t ead of t h e bookkeeper 
h a v i n g to look u p h i s i t ems f rom t h e sales book. 
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January 1900. 
I . W h a t is m e a n t by double entry a n d how does i t 
differ essent ia l ly f rom s ingle e n t r y ? Show t h e a d v a n ­
t ages of r e c o r d i n g every bus iness t r a n s a c t i o n i n t w o or 
m o r e different accounts . 
B y DOUBLE ENTRY is m e a n t t h e r e c o r d i n g of t h e 
same a m o u n t t w i c e ; once on t h e deb i t a n d once on t h e 
c r ed i t s ide of t h e ledger . T h e en t r i e s , e i t h e r i n d i v i d u a l , 
or i n gross t o t a l e q u a l l i n g one a n o t h e r , ba lance . T h i s 
ba lance check d e m o n s t r a t e s t h e m a t h e m a t i c a l accuracy of 
t he pos t ing , a n d is t h e essent ia l f e a t u r e of double e n t r y as 
d i s t i n g u i s h e d f rom s ingle e n t r y , where each a m o u n t is 
only recorded on one side of t h e l edger , e i ther as a debi t or 
c redi t . T h e a d v a n t a g e of r e c o r d i n g every bus iness t r a n s ­
ac t ion i n two or m o r e accounts is , t h a t if assets a re c rea ted , 
t h e source of t h e i r de r iva t i on is r eco rded a t t h e same t i m e ; 
if l iabi l i t ies a r e i n c u r r e d , t h e r ea son for same is s t a t ed . 
I f r evenue e x p e n d i t u r e is cha rged , i t a p p e a r s u n d e r specific 
h e a d i n g , a n d t h e c o r r e s p o n d i n g l i ab i l i ty r e c o r d e d ; if 
r evenue i n c o m e be en te red , i t shows t h e source f rom wh ich 
i t ar ises . F i n a l l y , t h e profi t o r loss, as disclosed by a 
c o m p a r i s o n of t h e t o t a l s of t h e r evenue accounts , is con­
f i rmed by t h e increase or decrease of assets over l iabi l i t ies 
i n t h e ba l ance sheet . 
I I . S t a t e w h a t is i n d i c a t e d by each of t h e fo l lowing 
l edger accoun t s , (a) w h e n t h e accoun t shows a debi t bal -
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ance, (b) w h e n t h e account shows a c red i t b a l a n c e ; loss 
a n d ga in , m e r c h a n d i s e , cus tomers ' ledger , pu rchase l edger , 
Chicago b r a n c h or agency, i n s u r a n c e , r e n t , in te res t , com­
miss ion . E x p l a i n ful ly. 
( a ) Deb i t b a l a n c e : 
Loss a n d g a i n — t h e a m o u n t of t h e loss for a g iven fiscal 
pe r iod . 
M e r c h a n d i s e — ( w h e n ac t ive) t h a t t h e a m o u n t of sales 
has no t ye t exceeded t h e a m o u n t of t h e i nven to ry a t t h e 
c o m m e n c e m e n t of t h e per iod a n d pu rchases to d a t e ; ( w h e n 
pass ive) t h e a m o u n t of t h e i n v e n t o r y a t some specific da t e . 
C u s t o m e r s ' L e d g e r — t o t a l of accoun t receivable. 
P u r c h a s e Ledger—excess of p a y m e n t s to c red i to rs over 
a m o u n t s c red i ted to t h e m . 
Chicago B r a n c h or A g e n c y — a m o u n t d u e by same. 
I n s u r a n c e — a m o u n t p a i d for I n s u r a n c e . 
R e n t — a m o u n t p a i d for Rent . 
I n t e r e s t — a m o u n t p a i d for I n t e r e s t . 
C o m m i s s i o n — a m o u n t p a i d for Commiss ion . 
(b) Credit balance: 
Prof i t a n d L o s s — a m o u n t of ne t profit m a d e for a cer­
t a i n per iod . 
Merchand i se—excess of sales over pu rchases a n d i n v e n ­
to ry a t c o m m e n c e m e n t of per iod . W h e n p resen t inven­
t o r y is a d d e d to c red i t side, or deb i ted f rom debi t side, t h e 
excess as ba lance shows t h e Gross Prof i t . 
C u s t o m e r s ' L e d g e r — t o t a l amount overpaid by cus ­
t o m e r s . 
P u r c h a s e L e d g e r — t o t a l a m o u n t of accounts payable . 
Chicago b r a n c h or a g e n c y — t h e profit m a d e by same. 
I n s u r a n c e 
R e n t 
I n t e r e s t 
Commiss ion 
Excess of income over 
e x p e n d i t u r e . 
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I I I . Descr ibe a p r i va t e ledger . Descr ibe t h e process 
of o p e n i n g a p r i v a t e ledger for a m e r c a n t i l e firm. W h a t 
r e l a t i on would t h e p r i v a t e l edge r b e a r t o t h e g e n e r a l t r i a l 
b a l a n c e ? 
A p r iva t e l edge r should , as i t s t i t l e i m p o r t s , be des igned 
to con t a in accoun t s , t h e de ta i l s of w h i c h i t is deemed de­
s i rab le t o keep f r o m t h e knowledge of t h e g e n e r a l office 
staff, a n d to wh ich only p r i nc ipa l s a n d t h e i r conf idants 
shou ld have access. O r d i n a r i l y i t wou ld con t a in t h e cap ­
i t a l i n v e s t m e n t s , profit a n d loss, a n d such o ther accoun t s 
as would be need fu l to d e t e r m i n e a n d record increase or 
decrease of cap i t a l or su rp lu s . 
I n o p e n i n g such a l edger for a m e r c a n t i l e firm, t h e 
ba lances of such accoun t s as a re i n t e n d e d to be k e p t i n i t , 
shou ld be e n t e r e d i n one t o t a l i n a " c o n t r o l l i n g a c c o u n t " 
i n t h e g e n e r a l l edger . A l l i t e m s pos ted i n t h e p r i v a t e l edg­
er could be e n t e r e d by to t a l s in t h i s account , a n d t h e n a 
gene ra l t r i a l ba l ance could be t a k e n off w i t h o u t d isc los ing 
t h e i n i t i a l con ten t s of t h e p r i v a t e ledger . 
I V . Define auditing, accounting, bookkeeping, a n d 
show t h e r e l a t i on of each to t h e o the r s . 
Bookkeep ing is t h e r e c o r d i n g of t r a n s a c t i o n s i n p r o p e r 
books of accoun t . 
A c c o u n t i n g i s t h e d e s i g n i n g of fo rms of accoun t a n d 
sys tems to be ca r r i ed ou t i n t h e bookkeep ing so as to show 
t h e r e su l t s i n p r o p e r fo rms . T h e w o r k of t h e a c c o u n t a n t 
is genera l ly cons t ruc t ive . 
A u d i t i n g is t h e e x a m i n a t i o n a n d verif icat ion of t h e work 
done, a n d is occupied i n d e t e c t i n g : 
( 1 ) E r r o r s of p r i n c i p l e ; ( 2 ) t echn ica l e r r o r s ; ( 3 ) 
f r aud . 
T h e work of t h e a u d i t o r is genera l ly t h e n ana ly t i ca l . 
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V . Y o u a r e r equ i r ed to sugges t a m e t h o d of bookkeep­
i n g a n d t o u n d e r t a k e t h e a n n u a l b a l a n c i n g of t h e books 
of a l a r g e wholesale or j o b b i n g es t ab l i shment . W h a t gen­
e ra l m e t h o d s i n t h e bookkeep ing would you r e c o m m e n d , 
a n d w h a t p l a n wou ld you a d o p t to exped i te y o u r w o r k ? 
I n gene ra l , i t wou ld be des i rable to have such p r o p e r l y 
des igned books of account on t h e c o l u m n a r sys tem as 
wou ld ( 1 ) i n s u r e t h e smal les t l abor i n pos t ing , ( 2 ) g ive 
t h e ful les t a m o u n t of de ta i led d e p a r t m e n t a l s ta t i s t ics as t o 
income a n d e x p e n d i t u r e ; a n d ( 3 ) wou ld afford t h e g r e a t ­
est fac i l i ty for r a p i d a n d sys temat ic a u d i t . 
I n t h e bookkeeping m e t h o d , t h e ledgers should be d i ­
v ided u p on such p r inc ip les as t h e m a g n i t u d e of t h e b u s ­
iness cal led for, a n d each one m a d e self ba l anc ing . P r o p ­
er ly kep t , con t ro l l i ng accoun ts i n t h e genera l ledger wou ld 
enable t h e books t o be closed a n d ba l ance sheet d r a w n u p 
a t any t i m e w i t h o u t w a i t i n g for accura te schedules of ac ­
c o u n t s receivable a n d payable to be t a k e n off f rom t h e 
o the r ledgers . 
V I . Descr ibe a s i n k i n g fund . H o w shou ld t h e accoun t 
of such a f u n d be conduc ted i n t h e case of a m a n u f a c t u r ­
i n g co rpora t ion t h a t bonds i ts works for $100 ,000 , pay ­
able i n t w e n t y years , a n d wishes to a c c u m u l a t e d u r i n g t h a t 
pe r i od t h e s u m necessary to r e t i r e t h e bonds a t m a t u r i t y ? 
A s i n k i n g f u n d is t h e t e r m app l i ed to a n a c c o u n t t o 
w h i c h is c h a r g e d such a s u m ( k e p t i nves t ed ) f rom t i m e t o 
t i m e , as wi l l ( w i t h or w i t h o u t i n t e r e s t ) equal a g iven l ia ­
b i l i ty , wh ich i t is des i red to e x t i n g u i s h a t t h e e n d of a 
g iven t e r m of years . I n t h e case above, t h e f u n d could be 
ra i sed , (a) by i nves t i ng $5,000 a n n u a l l y a n d c r e d i t i n g t h e 
i ncome to s u r p l u s or reserve a c c o u n t ; ( b ) by i n v e s t i n g 
s u c h a s u m a n n u a l l y as wou ld , w i t h i n t e r e s t a t a specified 
r a t e , a m o u n t t o t h e s u m of $100 ,000 i n t w e n t y years . A c -
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cording to the latter method, it is found that $1 invested 
annual ly for twenty years at 5 per cent. compound interest 
wi l l at the expirat ion of that t ime, amount to $ 3 4 719. 
$100 ,000 .00 
$ 3 4 719 = $2 ,880.27 . 
So $2 ,880 .27 invested annually at 5 per cent. compound 
interest would i n twenty years amount to $100 ,000 . 
That sum therefore should constitute the annual con­
tribution to the s inking fund. 
V I I . What is a controlling account? Give an i l lustra­
t ion of the use of such a n account. 
Control l ing account is the t i t le of an account so kept i n 
the general ledger as to show exactly i n gross the amount 
of outstanding accounts receivable or payable, w i thout 
the necessity of wai t ing for the proved schedules from the 
bought and sales ledgers. I f this account be kept by one 
person and the other ledgers divided up among several 
others, the correctness of their contents as evidenced by 
schedules is controlled by the control l ing account, e. g., 
their accuracy is tested and proved by the figures called 
for in the control l ing account. A s an i l lustration, take 
"controll ing account" customers' ledgers. Say that the 
total amount due by customers at t ime of opening the 
account was $ 1 0 , 0 0 0 : 
T o Balance $10 ,000 .00 B y Cash $4 ,250 .00 
T o Sales 5,000.00 B y D i s c o u n t . . . . 250 .00 
Total amount of accounts receivable are at once found 
to be $10 ,500 .00 , and the schedules in the sales ledger 
should equal this amount. 
T h e value of th is account can be est imated when i t i s 
seen that at the close of any fiscal period a balance sheet 
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c a n be very quickly m a d e u p w i t h o u t w a i t i n g for t h e 
p r o v i n g of t h e t r i a l ba lance by m e a n s of correct schedules 
of accoun ts receivable a n d payab le . 
V I I I . Show w h a t is m e a n t by t h e fol lowing t e r m s : 
Clos ing t h e books, b a l a n c i n g t h e books, m a k i n g ou t a s t a t e ­
m e n t , p r e p a r i n g a ba lance sheet , t a k i n g off a t r i a l ba lance . 
Clos ing t h e books, m e a n s c los ing ou t n o m i n a l accoun t s 
i n t o t h e profi t a n d loss account , p r e p a r a t o r y t o m a k i n g 
u p a ba l ance sheet . 
B a l a n c i n g t h e books m e a n s cheek ing t h e pos t i ngs , 
e tc . , a n d p r o v i n g t h e correc tness of same by m e a n s of a 
correc t " t r i a l b a l a n c e . " 
M a k i n g ou t a s t a t e m e n t , m e a n s t h e r e n d e r i n g of a copy 
of t h e i t ems on each s ide of a l edger account showing ba l ­
ance due f rom a debtor . 
P r e p a r i n g a ba lance sheet , m e a n s t h e m a k i n g u p i n 
p r o p e r f o r m of t h e t o t a l asse ts a n d l iab i l i t ies of a f i rm a t 
a g iven da te , w i t h p r o p e r references to schedules , e tc . 
T a k i n g off a t r i a l ba lance , m e a n s t h e d r a w i n g off on 
sheets of a l l t h e ba lances con ta ined i n a l edger a n d p r o v i n g 
t h e correc tness of t h e same by t h e t o t a l foot ings of deb i t 
a n d c r ed i t ba lances b e i n g equa l . 
I X . Descr ibe a m e a n s for t h e p ro tec t ion of a m a n u ­
f a c t u r i n g c o m p a n y i n t h e p u r c h a s e of necessary m a t e r i a l s 
a n d suppl ies a n d i n t h e p a y m e n t for such m a t e r i a l s a n d 
suppl ies . 
T h e p r i n c i p a l po in t s to be b o r n e i n m i n d i n dev is ing a 
p ro tec t ive sys tem, a r e : 
(a) I n p u r c h a s i n g necessary m a t e r i a l s a n d s u p p l i e s : 
1. T o be able to te l l by m e a n s of records who reques ted 
t h e i r p u r c h a s e . 
2. F o r w h a t pu rpose t h e y were r equ i red . 
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3 . W h o s igned t h e o rde r for pu rchases . 
4 . W h o received t h e goods. 
5. W h o r eco rded t h e i r e n t r y i n t o stock. 
6. W h o reco rded c o n s u m p t i o n or sale. 
P r o p e r l y des igned requ i s i t ions , ca l l i ng for s i g n a t u r e s a t 
every s tage of t h e h a n d l i n g of t h i n g s p u r c h a s e d , also fix­
i n g respons ib i l i ty u p o n a c e r t a i n i n d i v i d u a l wi l l cons t i t u t e 
a t h o r o u g h check, a n d t h e m o r e h a n d s t h e requ i s i t ions , 
e tc . , pass t h r o u g h , t h e less l i ab i l i ty t h e r e is of col lus ion on 
t h e p a r t of d i shones t employes . 
(b) I n p a y i n g for same, o rde r s , etc. , w o u l d be a t t a c h e d 
to b i l l s wh ich should be checked as t o correc tness of pr ices 
by t h e p a r t y o r d e r i n g t h e m ; passed i n t o t h e c o u n t i n g bouse 
for check ing of ex tens ions a n d a d d i t i o n s before be ing 
passed t h r o u g h t h e books for p a y m e n t . I t need scarcely 
be added t h a t p a y m e n t s should a lways be m a d e by check. 
X . S t a t e t h e process of m a k i n g a t r i a l ba l ance of a 
s ingle e n t r y ledger . H o w m a y t h e loss o r g a i n be de te r ­
m i n e d f rom books k e p t by s ingle e n t r y ? 
I n o r d e r t o t a k e off a t r i a l ba lance of a s ingle e n t r y 
l edger , i t m u s t be p re - supposed t h a t every i t e m pos ted i n 
t h e lodger has been passed t h r o u g h t h e day book or j o u r ­
na l . T h e foo t ing of bo th sides of each ledger accoun t 
should be en t e r ed on a sheet a n d t h e excess of t h e t o t a l of 
one side of al l t h e accounts over t h e o t h e r wi l l be t h e 
"ba l ance of t he l e d g e r . " I f pos ted a n d t a k e n off correc t ly , 
t h e y should exact ly equa l t h e t o t a l of t h e difference of t h e 
t o t a l s ides of t h e day book. T h e proof of t h e correc tness 
there fore consis ts i n equa l balances of day book a n d l edger 
i n s t e a d of equa l debi ts a n d credi t s . 
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T h e loss or g a i n is d e t e r m i n e d f rom hooks k e p t by s ing le 
e n t r y by c o m p a r i n g t h e t o t a l assets w i t h t h e t o t a l l i a ­
bi l i t ies , t h e excess of t h e one over t h e o the r c o n s t i t u t i n g 
t h e ne t g a i n or loss for t h e pe r iod u n d e r review. 
X I . A m e r c a n t i l e house d r aws on i t s cus tomers at 
s igh t , depos i t i ng i t s d r a f t s i n b a n k . Occasional ly a d r a f t 
is r e t u r n e d d i shonored . W h a t e n t r y should be m a d e w h e n 
a d r a f t is d r a w n , a n d w h a t c o u n t e r - e n t r y should be m a d e 
w h e n t h e d r a f t i s r e t u r n e d d i s h o n o r e d ? 
S i g h t d r a f t s shou ld be t r e a t e d as checks a n d shou ld be 
c red i t ed on t h e cash book t o t h e pe r son o n w h o m d r a w n 
prev ious to deposi t i n bank . 
W h e n t h e d ra f t is r e t u r n e d d ishonored , a check shou ld 
be g iven to t h e b a n k in p a y m e n t of same , a n d expenses ( i f 
a n y ) , wh ich should be cha rged i n t h e cash book to t h e 
p a r t y by w h o m d ra f t was d i shonored . 
X I I . Descr ibe a p l a n for h a n d l i n g invoices of m a ­
t e r i a l s p u r c h a s e d for t h e use of a fac tory , p a y m e n t s fo r 
wh ich a re t o be m a d e a t t h e best d i scount da te . 
T h e s imples t a n d mos t exped i t ious m e t h o d is , a f t e r t h e 
invoices have been checked a n d passed t h r o u g h t h e books , 
t o depos i t t h e m i n files ( each file c o n t a i n i n g one m o n t h ' s 
due p a y m e n t s ) u n d e r the d a t e for p a y m e n t wh ich wi l l 
enable t h e best d i scount r a t e t o be ob ta ined . T h e cash ie r 
dai ly d r a w s checks for all invoices, d u e on t h a t p a r t i c u l a r 
day , a s p e r file. 
X I I I . Descr ibe a n app roved sys tem of r e c o r d i n g a n d 
vouch ing p e t t y cash t r a n s a c t i o n s . 
A check shou ld be d r a w n for such a n a m o u n t as m a y 
be deemed advisable , wh ich is cha rged i n t h e g e n e r a l 
l edger t o "office cash a c c o u n t . " T h e cashier shou ld p e r ­
sonal ly en t e r s ame i n t h e p e t t y cash book. T h e one s ide 
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of t h e p e t t y cash book should record rece ip ts f rom gene ra l 
c a s h i e r ; t h e o the r should be r u l e d w i t h as m a n y c o l u m n s 
a s may be necessary to classify t h e e x p e n d i t u r e m a d e . 
Cash as p a i d ou t shou ld be cha rged u n d e r i t s p r o p e r col­
u m n , a n d t h e r e shou ld be consecut ively n u m b e r e d vouchers 
fo r every p a y m e n t , w i t h such s u p p l e m e n t a r y proof as is 
ob ta inab le . Ca r f a r e s vouchers m i g h t be i n i t i a t e d by pe r ­
sons t o w h o m p a i d ; pos tage s t a m p s vouchers i n i t i a t e d by 
g e n e r a l cashier , e tc . A t t h e end of every m o n t h t h e ex­
penses a r e a d d e d a n d t h e ba l ance b r o u g h t down. T h e 
to t a l s of t h e expense c o l u m n s a re c h a r g e d (by j o u r n a l 
e n t r y ) t o t h e p r o p e r accoun t i n t h e ledger , a n d office cash 
a c c o u n t is c red i ted . T h e ba lance of t h e ledger a ccoun t 
w o u l d t h e n agree w i t h t h e ba lance shown by t h e p e t t y cash 
book. I t n e e d h a r d l y be a d d e d t h a t n o ledger accoun t s 
shou ld ever be p a i d t h r o u g h t h e p e t t y cash. 
X I V . Give t h e r u l i n g of a stock or shares l edger for a 
co rpora t ion . Show how th i s book is kep t , a n d i n d i c a t e 
i t s r e l a t i on t o t h e g e n e r a l books of account . 





























by No. 40 
Transf'd to 







No . 10 
N o . 40 
500 
400 
T h i s book i s k e p t to show t h e n u m b e r of shares he ld by 
each s tockholder of a co rpora t ion , as r e q u i r e d by law. 
F r o m i t , vo te r s ' l i s ts a n d d iv idend l i s t s a r e p r e p a r e d . T h e 
s tockho lde r is c r ed i t ed w i t h t h e n u m b e r of o r ig ina l sha res 
i s sued to h i m , or w i t h those h e became possessed of by 
84 
t r a n s f e r . H e is cha rged w i t h t h e n u m b e r of shares h e 
t r a n s f e r s to o the r pa r t i e s . O r i g i n a l stock is pos ted f rom 
t h e s tock cert if icate b o o k ; t r a n s f e r s f r o m t h e t r a n s f e r book, 
wh ich is v i r t ua l ly t h e shares l edge r j o u r n a l . 
I t h a s n o di rec t r e l a t ion to t h e gene ra l books of account 
f u r t h e r t h a n t h i s : Whi l e t h e cap i ta l stock accoun t i n t h e 
g e n e r a l l edger shows t h e gross a m o u n t of s tock i s sued , 
t h e shares l edger gives t h e n a m e s of t h e s tockholders a n d 
t h e a m o u n t of stock he ld by each. 
X V . I l l u s t r a t e a c o l u m n a r cash book, a c o l u m n a r j o u r ­
na l , a n d a c o l u m n a r sales book. W h a t g e n e r a l r e q u i r e ­
m e n t s shou ld be observed i n de s ign ing such books? Give 
a n e s t i m a t e of t he u t i l i t y of t h e c o l u m n a r p l a n . 
(a) Cash Book. 













































































( c ) Sa les Book. 
Name. Butter. Cheese. Eggs. Total. 
I n d e s i g n i n g such books, t h e n a t u r e of t h e bus iness h a s 
t o be care fu l ly cons idered so as t o c o m p r e h e n d i n t h e sys­
t e m comple te ana lys i s of i n c o m e a n d e x p e n d i t u r e u n d e r 
p r o p e r classif icat ion, a n d so as to f u r n i s h fu l l de ta i l s of t h e 
o r ig in of profi t o r loss on every class of goods , sold or 
m a n u f a c t u r e d . I t s u t i l i t y is of g r e a t va lue , where t h e e n d s 
as above i n d i c a t e d , a r e cons t an t l y bo rne i n m i n d . T h e 
a m o u n t of p o s t i n g is cons iderab ly l e s sened ; a n d whi l e t h e r e 
is a lways t h e poss ibi l i ty of i t e m s b e i n g i n t e n t i o n a l l y or u n ­
i n t e n t i o n a l l y p l aced i n w r o n g c o l u m n s , t h e i n t e l l i g e n t a p ­
p l i ca t ion of t h e p r i n c i p l e wil l r e su l t i n a d v a n t a g e s g r ea t l y 
exceed ing i t s weaknesses . 
June 1900. 
I . S t a t e one g e n e r a l r u l e t h a t wil l embrace a l l t h e 
p r inc ip l e s g o v e r n i n g double e n t r y bookkeeping . Define 
journalizing, i n i t s b roades t sense. 
F o r every debi t t h e r e m u s t be a c red i t of c o r r e s p o n d i n g 
a m o u n t . 
J o u r n a l i z i n g i n i t s b roades t sense is t h e a r r a n g i n g i n 
sys t ema t i c f o r m for p o s t i n g i n t h e l edge r t h e r eco rd of 
t r a n s a c t i o n s whose e n t r y in o the r books of o r ig ina l e n t r y 
is n o t p rov ided for. 
I I . W h a t is t h e r e s u l t of a debi t e n t r y ? of a c r ed i t 
e n t r y ? I l l u s t r a t e in t h e case of a n accoun t of each of t h e 
fo l lowing c lasses : (a) pe r sona l , ( b ) r ea l , ( c ) n o m i n a l . 
T h e r e su l t of a debi t e n t r y is t h e record of a n asset , o r 
of a n expense . T h e r e su l t of a c red i t e n t r y is t h e record 
of a l i ab i l i ty or of a source of income. 
(a) P e r s o n a l — M r . B is sold goods t o t h e a m o u n t of 
$ 2 0 . A n asset is r e c o r d e d ; debi t h i m w i t h $20 . I b u y m e r ­
c h a n d i s e f rom M r . C for $50 , a l i ab i l i ty is c rea ted , so I 
c r e d i t h i m w i t h $50 . 
( b ) R e a l — I buy a b u i l d i n g for $5 ,000. A n asset i s 
c rea ted . I debi t b u i l d i n g account w i t h $5 ,000 . 
( c ) N o m i n a l — I p a y $500 for r e p a i r s t o b u i l d i n g . A n 
expense is recorded a n d expense accoun t is debi ted . I r e n t 
p a r t of t h e b u i l d i n g a n d receive $480 for same. A source of 
i n c o m e is recorded , so I c red i t r e n t account . 
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I I I . S t a t e t h e cha rac te r i s t i c d i s t i nc t i ons be tween s ing l e 
e n t r y bookkeep ing a n d double e n t r y bookkeeping . W h a t 
a re t h e a d v a n t a g e s of double e n t r y over s ing le e n t r y ? 
T h e cha rac t e r i s t i c d i s t inc t ions be tween s ingle e n t r y 
bookkeep ing a n d double e n t r y bookeep ing a r e : ( 1 ) I n a s ­
m u c h as a l l t r a n s a c t i o n s to be recorded a re t r a n s f e r s of 
money , or m o n e y ' s w o r t h , every e n t r y m u s t be m a d e t w i c e ; 
once on t h e debi t s ide, a n d a g a i n on t h e c red i t side. ( 2 ) 
R e s u l t i n g f rom t h i s , t h e t o t a l debi t s w i l l equa l t h e t o t a l 
c redi t , a n d t h e l edger be k e p t i n ba lance . ( 3 ) T h a t w h i l e 
t h e profi t a n d loss accoun t shows t h e a m o u n t of profi t o r 
loss for a g iven pe r iod by a c o m p a r i s o n of i ncome a n d 
e x p e n d i t u r e , t h e r e s u l t so a r r i v e d a t is conf i rmed by t h e 
ba lance sheet . I n s ingle e n t r y bookkeep ing , i n c o m e a n d 
e x p e n d i t u r e accoun t s a re no t kep t , a n d t h e profit or loss i s 
a r r i ved a t solely by a compar i son of t h e resources a n d l ia ­
b i l i t ies a t t h e e n d of a n y g iven pe r iod . T h e a d v a n t a g e s 
of double e n t r y over s ingle e n t r y a r e : 
( 1 ) T h e gross profit is shown i n t h e m e r c h a n d i s e a c ­
count . ( 2 ) T h e prof i t or loss, as s h o w n by t h e profi t a n d 
loss account , is conf i rmed by t h e ba l ance sheet . ( 3 ) T h e 
proof of. t h e accuracy of a m o u n t s pos t ed is d e m o n s t r a b l e 
t h r o u g h t h e t r i a l ba lance . ( 4 ) T h e profi t a n d loss ac­
c o u n t shows n o t o n l y t h e a m o u n t , b u t also t h e sources of 
profi t o r loss. ( 5 ) T h e prof i t or loss m a d e i n every de­
p a r t m e n t of a s tore c a n be shown separa te ly , as wel l as on 
sepa ra t e classes of m e r c h a n d i s e sold. ( 6 ) B y m e a n s of 
t h e c o l u m n a r sys t em t h e labor of p o s t i n g is g r ea t l y l es ­
sened. ( 7 ) T h e fac i l i ty w i t h w h i c h a t h o r o u g h a u d i t 
c an be m a d e is t o t h a t ex t en t a d e t e r r e n t f r o m f r a u d . 
I V . I n double e n t r y bookkeep ing , w h y a r e t h e deb i t s 
on the left a n d t h e c red i t s on t h e r i g h t ? 
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T h i s is p robab ly only a m a t t e r of h i s tor ica l develop­
m e n t . Or ig ina l ly t h e r e was only one co lumn. A m e r ­
c h a n t sold goods to a cus tomer , a n d debi ted h i m w i t h t h e 
cost . W h e n cash was pa id , h e c red i ted h i m in t h e same 
c o l u m n , a n d b r o u g h t down t h e ba lance ( if a n y ) . T h i s 
caused m a n y mis t akes , a n d so a second c o l u m n was p r o ­
v ided for c red i t en t r i e s w h i c h was p laced f u r t h e r to t h e 
r i g h t . 
V . Define t h e fo l lowing a c c o u n t i n g a n d bus iness t e r m s : 
Floating capital, fixed capital, quick assets, floating lia­
bilities, nominal accounts, passive assets, passive liabilities. 
F l o a t i n g cap i ta l is a n o t h e r t e r m for quick assets . I t is 
such p o r t i o n of t h e assets as is con t inua l l y v a r y i n g i n 
a m o u n t , a n d wh ich can be r ead i ly collected. 
F i x e d cap i t a l is t h e a m o u n t of t h e au tho r i zed c a p i t a l 
s tock of a co rpora t ion . 
Quick assets a re cash, a n d w h a t e v e r c an be r ead i ly con­
ve r t ed t h e r e i n t o . 
F l o a t i n g l iabi l i t ies are those wh ich v a r y f rom t i m e to 
t i m e , such as no tes a n d accounts payab le . 
N o m i n a l accounts a re those w h i c h record income a n d 
e x p e n d i t u r e , as d i s t i ngu i shed f rom persona l a n d r ea l ac ­
c o u n t s . 
P a s s i v e a s s e t s — a n o t h e r t e r m for fixed a s se t s—those 
w h i c h do n o t f luc tuate i n va lue a n d wh ich a r e n o t avai lable 
a s w o r k i n g cap i t a l . 
Pass ive l iab i l i t ies a r e such i t e m s as cap i t a l s tock, su r ­
p l u s , reserve accounts , e tc . 
V I . I n m a k i n g u p a bus iness s t a t e m e n t or a ba l ance 
shee t , w h y a re t h e asse ts p laced as debi ts a n d t h e l iab i l i t ies 
a s c r e d i t s ? A r e t h e r e a n y except ions to t h i s r u l e ? 
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T h e assets on a ba l ance sheet a p p e a r as debi ts because 
t h e y are i t e m s w h i c h are owing to t h e bus iness . T h e l ia­
bi l i t ies a p p e a r as c red i t s because t h e bus iness has been 
t r u s t e d w i t h , a n d owes these i t ems . A second reason is 
because t h e y a p p e a r t h i s way i n t h e l edger . T h e excep­
t i o n is t h e E n g l i s h f o r m of ba l ance sheet , whe re t h i s o rde r 
is r e v e r s e d ; t h e l iab i l i t ies a p p e a r i n g on t h e lef t h a n d 
s ide, a n d t h e assets on t h e r i g h t . I t i s f a i r to a d d t h a t t h e 
advoca tes for t h e E n g l i s h f o r m c la im t h a t t h e ba l ance sheet 
is no t a n accoun t , a n d t h a t consequen t ly t h e t e r m s deb i t 
a n d c red i t do n o t app ly . 
V I I . Desc r ibe t h e en t r i e s necessary to open a set of 
double e n t r y books for a f i rm j u s t s t a r t i n g i n bus iness . 
A schedule of assets a n d l iabi l i t ies shou ld be careful ly 
p r e p a r e d a n d each p a r t n e r c red i t ed w i t h t h e a m o u n t of 
cap i t a l c o n t r i b u t e d by h i m . T h e j o u r n a l e n t r y would be 
S u n d r y Assets , D r . , t o S u n d r y L iab i l i t i e s , care b e i n g t a k e n 
of course to see t h a t t h e to t a l assets exac t ly equa l t h e to t a l 
l iab i l i t ies , i n c l u d i n g cap i t a l accoun t s . T h e i t e m s shou ld 
t h e n be pos ted in t h e ledger . S u c h n o m i n a l accoun t s 
shou ld be opened as m i g h t be necessary t o r ecord sources 
of income a n d e x p e n d i t u r e c lear ly , a n d finally, a t r i a l ba l ­
ance shou ld be t a k e n off t o tes t t h e accuracy of t h e pos t ing . 
V I I I . I n c los ing t h e ledger accoun ts of a n o r d i n a r y 
bus iness for t h e p u r p o s e of a g e n e r a l exh ib i t of affairs, 
w h a t o rde r shou ld be obse rved? 
T h e cash shou ld first receive a t t e n t i o n . Cash u n d e -
pos i ted should be verified, t h e pass book ba l anced a n d a 
reconc i l i a t ion s t a t e m e n t p r e p a r e d showing t h e difference 
be tween t h e pass book ba lance a n d t h a t of t h e check book. 
T h e i n v e n t o r y of goods on h a n d shou ld t h e n be checked as 
to foot ings a n d ex tens ions , a n d t h e t o t a l c r ed i t ed t o m e r -
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chand i se account , f rom wh ich t h e gross profi ts shown 
should be t r a n s f e r r e d to the credi t of profit a n d loss ac­
coun t . T h e rea l accounts should t h e n be e x a m i n e d a n d 
prov is ion be m a d e for deprec ia t ion a n d p r e p a i d cha rges . 
T h e Bi l l s Receivable a n d P a y a b l e accoun ts should be ad ­
j u s t e d a n d schedules p r e p a r e d . T h e cus tomers ' account 
should n e x t be gone over a n d provis ion m a d e for doub t fu l 
deb t s , d i scoun t s , e tc . , by m e a n s of a reserve accoun t . 
Schedules of these a n d of accounts payab le should be m a d e 
u p , profi t or loss c red i t ed or cha rged t o cap i t a l a ccoun t s , 
a n d a ba lance sheet d r a w n u p i n p r o p e r fo rm. I t is t a k e n 
for g r a n t e d t h a t t h e books a re i n ba lance , a n d t h a t a cor­
rec t t r i a l ba lance has been fu rn i shed . 
I X . Define a n d di f ferent ia te reserve fund, sinking 
fund, depreciation, surplus. Classify t h e foregoing as as ­
sets or l iabi l i t ies a n d give reasons i n each case. E x p l a i n 
t h e m e a n i n g of a n item in suspense. 
A reserve f u n d is a p o r t i o n of t h e profits set as ide for a 
specific pu rpose by deb i t i ng profit a n d loss accoun t a n d 
c r e d i t i n g reserve fund account . "While t h e c red i t is offset 
by some p o r t i o n of t h e assets , w h e n a " f u n d " is des ig­
n a t e d , i t shou ld consist of some definite i nves tmen t . 
A s i n k i n g fund is a f u n d set as ide ou t of t h e assets , i n ­
vested a n d a c c u m u l a t e d a t i n t e res t for t he pu rpose of 
l i q u i d a t i n g a ce r t a in l i ab i l i ty a t some specified da te . 
Dep rec i a t i on is caused by wear a n d t e a r of usage , e tc . 
I t is offset by c r e d i t i n g t h e i t e m s subjec t to i t a n d c h a r g ­
i n g the a m o u n t s w r i t t e n off to profit a n d loss account . 
S u r p l u s is t he a m o u n t of t h e u n d i s t r i b u t e d profi ts of a 
co rpora t ion . Reserve a n d s i n k i n g f u n d s a re b o t h asse ts , 
c o r r e s p o n d i n g to t h e a m o u n t of t h e " a c c o u n t " t hey r e p r e ­
sent . Deprec i a t ion , if a p p e a r i n g as a reserve i n s t ead of 
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b e i n g c h a r g e d to profit a n d loss, is a l i ab i l i ty . S u r p l u s is 
a l iab i l i ty of t h e bus iness to t h e s tockholders for prof i ts 
e a r n e d b u t n o t d i s t r i bu t ed . 
A n i t em i n suspense is one whose rea l i za t ion is doub t fu l . 
A cus tomer becomes insolvent . I t is doub t fu l how m u c h 
wi l l be received i n s e t t l emen t of h i s account . P e n d i n g 
f inal a d j u s t m e n t , h is pe r sona l accoun t shou ld be c red i t ed 
a n d suspense accoun t debi ted w i t h t h e ba lance due b y 
h i m . T h e a m o u n t received i n final s e t t l emen t is c red i t ed 
t o suspense account , a n d t h e ba lance shou ld be cha rged to 
profi t a n d loss account . 
X . W h a t is u n d e r s t o o d by t h e t e r m net profit? S t a t e 
t h e final d i spos i t ion of ne t profi t i n t h e books of a p a r t ­
n e r s h i p ; of a co rpora t ion . 
N e t profi t i s t h e s u r p l u s r e m a i n i n g over f rom t h e em­
p l o y m e n t of cap i t a l a f te r al l expenses a n d ou t l ays con­
nec ted w i t h i ts use have been def rayed. I n t h e books of a 
p a r t n e r s h i p profi t is c red i ted to t h e i n d i v i d u a l c ap i t a l ac­
c o u n t s of t h e p a r t n e r s i n t h e p r o p o r t i o n cal led for by t h e 
a r t ic les of c o p a r t n e r s h i p . I n t h e books of a co rpora t ion 
profit shou ld be c red i t ed to s u r p l u s accoun t . 
XI. W h a t is a stock (o r sha res ) l e d g e r ? E x p l a i n t h e 
n a t u r e of i t s r ecords a n d descr ibe t h e m a n n e r i n w h i c h 
t h e y a re m a d e . W h a t r e l a t i on does t h i s book b e a r to t h e 
g e n e r a l books of t h e c o r p o r a t i o n ? 
A s tock or shares l edger is des igned to shew t h e a m o u n t 
of t h e i n d i v i d u a l h o l d i n g s of t h e s tockholders of a corpora ­
t ion . T h e o r ig ina l ho ld ings a r e pos ted to t h e c red i t of i n ­
d i v i d u a l accoun t s i n t h e ledger d i r ec t f rom t h e s tock cer­
tificate book. S u b s e q u e n t p u r c h a s e s or sales a re c red i t ed or 
c h a r g e d to i n d i v i d u a l accoun ts f r o m t h e t r a n s f e r book. 
I t has no d i rec t connec t ion f u r t h e r t h a n f u r n i s h i n g t h e 
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n a m e s a n d a m o u n t s of stock he ld by i n d i v i d u a l s tock­
h o l d e r s ; t h e t o t a l a m o u n t t o t h e c red i t of s tockholders 
ag ree ing w i t h t h e a m o u n t t o t h e c red i t of cap i t a l stock 
accoun t i n t h e gene ra l ledger . 
X I I . Descr ibe a n d i l l u s t r a t e a t l eas t three f o r m s of 
l edgers a d a p t e d to cus tomer s ' accounts , a n d s t a te t h e fo rm 
you p re f e r for some specific class of accounts . 
F o r gene ra l bus iness purposes , t h e o r d i n a r y l edger r u l ­
i n g is f o u n d c o n v e n i e n t ; one c o l u m n for debi ts , one for 
c red i t s . F o r r e t a i l m e r c h a n t s i t wou ld be des i rab le t o 
have two debi t c o l u m n s — o n e to con t a in t h e i t ems , a n d t h e 
o the r t h e to ta l s of bi l ls , a n d one c red i t co lumn . T h i s 
wou ld enable t h e bookkeeper t o r e n d e r de ta i l ed s t a t e m e n t s 
w i t h o u t necess i t a t ing recourse to t h e sales books. 
F o r b a n k s , i t wou ld be necessary to have a s epa ra t e col­
u m n to show t h e da i ly ba lances of cus tomers . So t h r e e 
c o l u m n s should be p r o v i d e d : One for deposi ts , one for 
w i t h d r a w a l s , a n d one to con ta in t h e a m o u n t of t h e da i ly 
ba lances . 
X I I I . W h a t p l a n would you suggest for r e c o r d i n g i n 
t h e books of a l a r g e m e r c a n t i l e firm i t s c o n t i n g e n t l i a ­
bi l i t ies i n c u r r e d by i n d o r s e m e n t s on bil ls rece ivable? 
A s a no t e is d i scoun ted i t shou ld be c red i ted i n b i l l s 
receivable account t h r o u g h t h e cash book, opposi te t h e 
a m o u n t of t h e charges , a n d t h e l e t t e r " d " m a r k e d a g a i n s t 
i t . W h e n p a i d a t m a t u r i t y , t h e " d " shou ld be m a r k e d 
t h r o u g h w i t h r e d i nk . 
X I V . W h a t d i s t inc t ion wou ld you m a k e i n a n o r d i n a r y 
set of books, as t o debi ts to t h e m e r c h a n d i s e a c c o u n t ; i n ­
c iden ta l expenses of t h e b u s i n e s s ; losses such as bed d e b t s , 
de s t ruc t i on of p rope r ty , e tc .? 
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Merchandise account should be debited wi th ini t ia l i n ­
ventory, w i t h purchases, and returns by customers. I n ­
cidental expenses should be recorded under properly c las­
sified descriptive accounts. Bad debts should be charged 
to profit and loss account. 
Destruct ion of property should be credited to i ts proper 
account and charged direct to capital account. 
X V . Give a rule for averaging an account not yet due, 
for the purpose of sett l ing by note. 
R u l e . — F i x upon any one of the various dates and m u l ­
t iply the various amounts by the number of days between 
this date and the dates upon which the sums fal l d u e ; 
divide the sum of these products by the sum of the amounts , 
and the result is the number of days between the date 
fixed upon and the average due date. (Lis le . ) 
Date . Amount . D a y s from Product . 
Feb. 1 $250 
March 2 1 . . . $ 50 
May 20 $500 
May 30 $200 
Feb . 1st. 







$1 ,000 $80 ,000 
$80,000 divided by 1,000 gives 80 days from February 1st 
as the equated t ime. 
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January 1901. 
I . I n t o w h a t g e n e r a l classes shou ld l edger accoun t s be 
d i v i d e d ? S t a t e t h e d i s t i n g u i s h i n g f e a t u r e of each class. 
M e n t i o n one accoun t be long ing to each class. 
L e d g e r accounts should be d iv ided in to two gene ra l 
c lasses : n o m i n a l a n d rea l . T h e d i s t i n g u i s h i n g f e a t u r e of 
each class is t h a t whi le t h e fo rmer is per iod ica l ly closed 
o u t i n to t h e Prof i t a n d Loss Accoun t , t h e l a t t e r , a f t e r de­
duc t ions for deprec ia t ions , reserves , & c , appea r s u p o n t h e 
ba l ance sheet . O n e account be long ing to each c l a s s : E x ­
pense Accoun t , n o m i n a l ; P l a n t a n d M a c h i n e r y Accoun t , 
rea l . 
I I . S t a t e a comprehens ive g e n e r a l r u l e for j o u r n a l i z i n g . 
W r i t e i n y o u r j o u r n a l t h e en t r i e s of t h e fol lowing t r a n s a c ­
t ions a n d exp la in t h e app l i ca t ion of t h e ru le to each debi t 
a n d c r e d i t : Y o u receive f rom A. T r u m a n , a d m i n i s t r a t o r 
of a n es ta te of wh ich you a re a legatee , ful l t i t l e s t o p r o p ­
e r t y as fo l lows : warehouse on B o n d st. va lued a t $175 ,000 , 
m o r t g a g e d to I r o n c l a d t r u s t co. for $ 1 8 , 0 0 0 ; s u b u r b a n 
res idence , va lued a t $ 8 , 0 0 0 ; 100 shares Tes l a E l e c t r i c Co. , 
p a r va lue $100 a share . T h r e e days l a t e r you convey t h e 
res idence as a g i f t t o your d a u g h t e r . 
E v e r y i t e m c h a r g e d should have a c o r r e s p o n d i n g a m o u n t 
c red i ted . I f a n a m o u n t wil l be u l t i m a t e l y received i t shou ld 
be d e b i t e d — i t is a n asset. I f i t wi l l n o t be rece ived i t 
shou ld be deb i t ed—i t is a n expense . I f a n i t e m wi l l have 
to be p a i d i t shou ld be c r e d i t e d — i t is a l iab i l i ty . I f i t h a s 
n o t to be p a i d b u t r ecords a source of profit i t shou ld be 
c red i ted . 
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J o u r n a l en t r i e s for J a m e s L u c k y , l e g a t e e : 
(a) Rea l E s t a t e D r . $175 ,000 .00 . 
T o J a m e s L u c k y ( c a p i t a l a c c o u n t ) , $175 ,000 .00 . 
( R e a l e s t a t e is a n asset a n d is deb i ted . C a p i t a l of J . L . 
is c red i ted because he wil l have to be p a i d t h i s a m o u n t . ) 
(b) J a m e s L u c k y ( cap i t a l a c c o u n t ) D r . $18 ,000 .00 . 
T o I r o n c l a d T r u s t Co., $18 ,000.00 
( H e r e J . L . is debi ted because t h e a m o u n t wi l l be even­
t u a l l y received f rom h i m . T h e I . T . Co. is c red i ted because 
t h e y wil l even tua l ly have to be p a i d . ) 
( c ) Rea l E s t a t e Dr . , $8 ,000 .00 . 
T o J . L . ( c a p i t a l a c c o u n t ) , $8 ,000.00. 
( S a m e e x p l a n a t i o n as (a).) 
(d) I n v e s t m e n t A c c o u n t Dr . , $10 ,000.00 . 
T o J . L . ( c a p i t a l a c c o u n t ) , $10 ,000 .00 . 
( S a m e reason as (a).) 
(e) J a m e s L u c k y ( cap i t a l a c c o u n t ) , Dr . , $8 ,000.00 . 
T o rea l E s t a t e , $8 ,000 .00 . 
Res idence conveyed by J . L . to his d a u g h t e r as a gi f t t h i s 
day . 
( H e r e J . L . is c h a r g e d $8 ,000 , a m o u n t of rea l e s t a t e ; 
r ea l e s t a t e b e i n g m a d e less is c r ed i t ed . ) 
I I I . W h a t books of a m e r c a n t i l e firm should be t r e a t e d 
as books of o r ig ina l e n t r y a n d be pos t ed d i rec t to t h e 
l e d g e r ? Give a n example of a n e n t r y t h a t should neces­
sar i ly be m a d e in t h e j o u r n a l . 
Cash book, sales book, p u r c h a s e book, r e t u r n s — c r e d i t e d 
to cus tomers , a n d c h a r g e d to c red i to r s , bi l ls receivable a n d 
payab le book. 
J o h n B r o w n ( c a p i t a l a c c o u n t ) D r . . . . $ 2 , 5 0 0 00 
T o f u r n i t u r e a n d f ixtures accoun t 2,500 00 
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D a m a g e done by fire i n s tore , J . B . be ing u n i n s u r e d . 
T h i s is a direct loss of cap i ta l . 
I V . S t a t e the different s teps in the process of c los ing 
t h e l edge r a t the e n d of a fiscal pe r iod a n d give t h e r eason 
for each s tep . 
T h e i nven to ry h a v i n g been t a k e n , i t is c red i ted to m e r ­
chandise or t r a d i n g a c c o u n t — t h e excess of t h e c red i t s ide 
over t h e debi t shows t h e gross profit , which is c h a r g e d to t h e 
account a n d c red i ted to profit a n d loss. As t h e i nven to ry 
is unso ld i t is an asset a n d is b r o u g h t down as a debi t ba l ­
ance . I n o rder to d e t e r m i n e t h e net profit , al l t h e n o m i n a l 
accoun ts w i t h debi t ba lances a re cha rged a n d all those w i t h 
c red i t ba lances a re c red i t ed t o profit a n d loss. P rov i s i on 
is m a d e for deprec ia t ion , b a d debts , i n t e res t on cap i ta l , e tc . , 
by c h a r g i n g profit a n d loss a n d c r ed i t i ng specific reserve 
accounts . T h e excess of t h e c red i t ba lances over t h e debi t 
ba lances is t h e a m o u n t of t h e n e t profit . 
V . E x p l a i n t h e uses a n d r e l a t ions of t h e pe t ty cash book 
to t h e p r i n c i p a l cash book. R u l e a section of a page of a n 
a n a l y t i c p e t t y cash book for a j o b b i n g house a n d m a k e five 
i l l u s t r a t ive en t r i es . 
T h e p e t t y cash book should be used only to r ecord pay ­
m e n t s i n cu r r ency of non - l edge r accounts . T h e cash ie r 
shou ld d r a w a check for a ce r t a in a m o u n t — s a y $50 , a n d 
cha rge i t i n t h e gene ra l cash book to "office cash a c c o u n t . " 
H e shou ld persona l ly e n t e r i t i n t h e p e t t y cash book. A s 
far as possible t h e pe t t y cash keeper shou ld p r o c u r e vouch­
ers for a l l h i s e x p e n d i t u r e s a n d cha rge each i t e m u n d e r i t s 
p r o p e r co lumn. M o n t h l y he shou ld foot these c o l u m n s a n d 
a j o u r n a l e n t r y shou ld be m a d e c h a r g i n g t h e expense ac­
coun t s i n d i c a t e d a n d c r e d i t i n g "office cash a c c o u n t " — 
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which wil l t h e n show t h e same ba lance as t h a t a p p e a r i n g 
i n t h e p e t t y cash book. T h e a d v a n t a g e s of t h i s sys tem a re 
t h a t whi le t h e cash ie r ha s n o m e m o r a n d a to ca r ry , n o r 
bo the r w i t h b a l a n c i n g p e t t y cash , t h e ba lance a lways 
a p p e a r s u p o n t h e l edger as an asset , a n d is i n no d a n g e r of 
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V I . W h a t is t h e pu rpose of a t r a d i n g account , a n d w h a t 
g e n e r a l r e su l t shou ld i t s h o w ? I n c los ing t h e l edger w h a t 
d i spos i t ion should be m a d e of t h e ba l ance of t h e t r a d i n g 
a c c o u n t ? 
T h e p u r p o s e of a t r a d i n g accoun t is to show t h e a m o u n t 
of pu rchases , sales, r e t u r n s by cus tomers , r e t u r n s to c red­
i to r s a n d t h e expenses a t t e n d i n g same. T h e g e n e r a l r e su l t 
shown is t h e gross profit on t r a d i n g , i. e., t h e excess of sale 
p r i ce over p u r c h a s e p r ice of goods ac tua l ly sold. F r o m t h i s 
t he pe rcen tage of gross profit is d e t e r m i n e d . T h e ba lance 
of t h e t r a d i n g account should be closed ou t i n to profit a n d 
loss account . 
V I I . E x p l a i n t h e t h e o r y of goodwil l . O n w h a t basis 
shou ld goodwi l l be v a l u e d ? I s goodwil l a fixed or a float­
i n g a s se t ? W h y ? 
Goodwil l is t h e m o n e t a r y va lue p laced u p o n t h e connec­
t ion a n d r e p u t a t i o n of a m e r c a n t i l e or m a n u f a c t u r i n g con­
cern , a n d d i scounts t h e va lue of t h e t u r n o v e r of a business 
in consequence of t he probabi l i t i es of the old cus tomers 
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c o n t i n u i n g . P r o b a b l y L o r d E l d o n ' s defini t ion is as good as 
a n y : " T h e goodwi l l of a t r a d e is n o t h i n g m o r e t h a n t h e 
p robab i l i t y t h a t old cus tomers wil l resor t t o t h e s a m e 
p l a c e . " T h e va lue of t h e goodwil l of a business d e p e n d s 
u p o n t h e p lace , t h e n a m e , a n d t h e chance t h a t no one con­
nec ted w i t h the old firm wi l l s tep in to compete . T h e 
basis of va lua t ion is t h e capi ta l ized va lue of t h e n e t e a r n ­
ings of a bus iness for a t e r m of years . Goodwil l is a fixed 
asset, because i t is i n no sense avai lable as w o r k i n g cap i ta l . 
V I I I . Give a ru l e for a d j u s t i n g p a r t n e r s ' accoun ts (a) 
w h e n t h e ga in s or losses a re to be d iv ided in p r o p o r t i o n t o 
each p a r t n e r ' s i n v e s t m e n t a n d t h e t i m e i t r e m a i n s in u s e ; 
(b) w h e n t h e p r o p o r t i o n of ga in or loss is fixed a n d in te res t 
is ca lcu la ted on excess or deficit of cap i ta l . 
(a) A s s u m i n g t h a t profits a re d iv ided a n n u a l l y , de te r ­
m i n e the average a m o u n t inves ted for t h e year by each 
p a r t n e r , a d d t h e a m o u n t a n d so a r r ive a t t h e to t a l n e t aver­
age cap i t a l inves ted for one year . D iv ide t h i s i n to t h e 
a m o u n t of profit e a r n e d a n d t h e q u o t i e n t wil l be t h e pe r ­
cen tage of profit . C red i t each p a r t n e r w i t h th i s p e r c e n t a g e 
u p o n h is average cap i t a l inves ted for t he year a n d t h e 
profi ts wi l l have been divided. 
(b) D e t e r m i n e t h e average i n v e s t m e n t for t h e year as 
before a n d cha rge t h e p a r t n e r who has a deficit w i t h i n t e r ­
est on ha l f t h e excess cap i t a l k e p t invested by h is c o - p a r t n e r 
a n d c r e d i t same to t h e co-pa r tne r . T h e n divide profi t or 
loss in p ropo r t i on s t a t ed in co -pa r tne r sh ip ar t ic les of ag ree ­
m e n t . 
I X . W h a t books besides such as a re used by i n d i v i d u a l s 
or f irms a re necessary for r e c o r d i n g t h e t r a n s a c t i o n s of a n 
i n c o r p o r a t e d c o m p a n y ? S t a t e briefly t h e use of each book 
m e n t i o n e d . 
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M i n u t e Book to con t a in copy of a r t ic les of i n c o r p o r a t i o n , 
by laws , a n d m i n u t e s of d i r ec to r s ' a n d s tockholders ' mee t ­
ings . S tock cert if icate b o o k — t h e s tubs of wh ich rea l ly con­
s t i t u t e t h e j o u r n a l of t h e stock or shares ledger . T r a n s f e r 
book—to c o n t a i n a r ecord of a l l s tock t r a n s f e r r e d by sha re ­
holders . S tock or shares l edger to c o n t a i n t h e i n d i v i d u a l 
accoun ts of s tockholders a n d to show t h e n u m b e r of shares 
he ld by each. 
X . H o w shou ld inven to r i e s be t r e a t e d in c los ing t h e 
l edge r a t t h e end of a fiscal p e r i o d ? I s t h e c o m m o n p r a c ­
t ice of a d d i n g t h e i nven to ry of goods on h a n d to t h e c red i t 
s ide of t h e m e r c h a n d i s e accoun t theore t i ca l ly c o r r e c t ? E x ­
p l a i n . 
T h e y shou ld be c red i ted t o t h e accoun t s to wh ich t h e 
p u r c h a s e s were c h a r g e d ; b r o u g h t down as debi t ba lances , 
a n d a p p e a r u p o n t h e ba lance sheet a m o n g s t t h e assets . 
I t is n o t t heo re t i ca l ly correct to c red i t t h e m e r c h a n d i s e 
accoun t w i t h t h e i nven to ry a t t h e e n d of a fiscal pe r iod . 
T h e m e r c h a n d i s e accoun t should show t h e ac tua l cost of 
goods sold on t h e debi t side, a n d t h i s is best accompl i shed 
by deducting t h e i nven to ry f r o m t h e t o t a l of t h e debi t s . 
W h i l e t h e s ame r e su l t is accompl i shed by c r e d i t i n g t h e 
i n v e n t o r y — i . e., i n t h e a m o u n t of gross profit s h o w n — t h e 
a c t u a l cost of goods sold is n o t a p p a r e n t . 
X I . M e n t i o n four i t e m s of i n f o r m a t i o n in a d d i t i o n t o 
those u sua l ly shown i n t h e books of a m e r c a n t i l e bus iness 
wh ich should a p p e a r i n a set of books for keep ing t h e ac­
coun t s of a fac tory . Give reasons for y o u r answer . 
(a) Wages accoun t to show a m o u n t p a i d for fac to ry 
labor . ( b ) M a t e r i a l s accoun t t o show cost a n d c o n s u m p ­
t ion of i t ems e n t e r i n g in to cost of ar t ic les m a n u f a c t u r e d . 
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(c ) P l a n t a n d m a c h i n e r y to record cost of same a n d of 
a m o u n t w r i t t e n off for d e p r e c i a t i o n — a pe rcen tage of wh ich 
con t r i bu t e s t o t h e cost of m a n u f a c t u r e d goods. (d) S to res 
account to r eco rd cost of i t e m s which inc iden ta l ly a t t e n d 
t h e conduc t of al l m a n u f a c t u r i n g es tab l i shments . 
X I I . W h a t class of expend i tu r e s should be t r e a t e d as 
assets a t t h e close of a fiscal p e r i o d ? 
Al l i t ems of cap i t a l e x p e n d i t u r e a f te r a d e q u a t e deduc ­
t ions for deprec ia t ion , a n d such i t e m s of r evenue expend i ­
t u r e as wou ld come u n d e r t h e h e a d of p r e p a i d cha rges , &c. 
X I I I . Define t h e fo l lowing t e r m s as used i n fac tory 
a c c o u n t i n g : cost of p roduc t i on , p r i m e cost, g e n e r a l cha rges , 
m a i n t e n a n c e , s tores , stock, stock debi t no te , s to rekeeper , 
w r i t i n g off. 
B y cost of p r o d u c t i o n is m e a n t t h e p r i m e cost p lus shop 
e s t a b l i s h m e n t a n d g e n e r a l e s t ab l i shmen t expenses. P r i m e 
cost is t h e a m o u n t expended u p o n r a w m a t e r i a l a n d wages 
i n p r o d u c i n g a g iven a r t i c le . 
Genera l charges inc lude office expenses for c le rks , sa l ­
ar ies , s t a t ionery a n d all o the r expenses. M a i n t e n a n c e is t h e 
cost of r e p a i r i n g p l a n t a n d m a c h i n e r y , b u i l d i n g s , & c , a n d 
k e e p i n g s ame in efficient order . S tores a re those i t e m s en­
t e r i n g i n t o cost of p r o d u c t i o n a p a r t f rom p r i m e cost. S tock 
is t h e a m o u n t a n d q u a n t i t y of m a n u f a c t u r e d goods on h a n d . 
S tock debi t no te is a m e m o r a n d u m given to t h e stock c le rk 
c h a r g i n g h is i nven to ry w i t h ce r t a in q u a n t i t i e s of m a n u ­
f ac tu r ed goods. S to rekeeper is t h e t i t l e app l i ed t o t h e m a n 
who takes cha rge of gene ra l s tores a n d issues same on r equ i ­
s i t ion. " W r i t i n g off" is a t e r m app l i ed to t h e deduc t ions 
m a d e for deprec ia t ion a n d for s h r i n k a g e in q u a n t i t i e s of 
r a w m a t e r i a l , &c. 
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X I V . W h a t is m e a n t by t h e s u r p l u s , or su rp lu s fund , of 
a stock c o m p a n y ? H o w is t h i s f u n d f o r m e d ? W h a t is i t s 
p u r p o s e ? 
B y s u r p l u s or s u r p l u s f u n d is m e a n t t h e excess of assets 
over all l i a b i l i t i e s — i n c l u d i n g cap i t a l s tock a n d al l reserves . 
I t r ep re sen t s u n d i s t r i b u t e d profi ts . 
T h e f u n d is f o r m e d by pe r iod ica l ly se t t i ng as ide a po r ­
t i o n of t h e n e t profits of a co rpora t ion . 
I t s p u r p o s e is t o s t r e n g t h e n t h e financial pos i t ion of a 
c o m p a n y a n d to p rov ide an unspecif ied reserve for con t in ­
gencies . 
X V . Desc r ibe a m e t h o d of k e e p i n g the accoun ts of a n 
executor a n d s t a te w h a t books a re necessary for t h e p u r ­
pose. 
T h e books shou ld be k e p t by double en t ry . T h e y shou ld 
show t h e p r i n c i p a l of t h e es ta te , which i n c l u d e s all p r o p e r t y 
be long ing to t e s t a t o r a t t i m e of d e a t h a f te r p a y m e n t of a l l 
deb ts t h e n owing. T h e y should also show w h a t compr ises 
t h e i ncome of t h e es ta te , i t s sources , a n d disposi t ion . T h e 
books necessary a r e cash book, j o u r n a l , ledger , m i n u t e book 
a n d check book. O n t h e first p a g e of t h e j o u r n a l shou ld be 
e n t e r e d copies of t h e wi l l a n d i n v e n t o r y of t h e es ta te w i t h 
da te of filing. T h e "es t a t e a c c o u n t " shou ld be c red i ted a n d 
t h e va r ious "asse t a c c o u n t s " c h a r g e d w i t h t h e i t e m s com­
p r i s i n g t h e i nven to ry . E v e r y t r a n s a c t i o n shou ld be passed 
t h r o u g h t h e j o u r n a l w i t h ful l e x p l a n a t o r y notes , so t h a t 
any t i m e a n a c c o u n t i n g is needed ful l p a r t i c u l a r s as to i n ­
come a n d p r i n c i p a l rece ip t s a n d d i sbu r semen t s m a y be 
r ead i ly m a d e u p , a n d so t h a t a t t h e final a c c o u n t i n g t h e 
needed schedules a n d s u m m a r y can be read i ly cons t ruc t ed . 
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June 1901. 
I . E x p l a i n t h e theory of double e n t r y bookkeeping , a n d 
s ta te t h e p r i nc ipa l a d v a n t a g e s of t he double e n t r y system. 
T h e t h e o r y of double e n t r y bookkeeping is best ex­
p l a i n e d by reference to t h e exact qua l i fy ing w o r d s — d o u b l e 
en t ry , i. e., a twofold en t ry . I n th is sys tem every a m o u n t 
is en t e r ed i n t h e ledger t w i c e ; once on t h e deb i t a n d once on 
t h e c red i t s i d e ; a n d t h u s t h e ledger is k e p t " i n b a l a n c e . " 
I f t h e i t ems are correc t ly posted t h e t o t a l a m o u n t of t h e 
debi t ba lances wi l l exac t ly equal t h e to t a l a m o u n t of t h e 
c red i t ba lances . Bookkeep ing is s imp ly a record of t h e 
transfer of money or money ' s wor th . 
I n double e n t r y wha teve r is t a k e n f rom one account is 
t r a n s f e r r e d to a n o t h e r so t h a t a twofold record is m a d e of 
every t r ansac t ion . T h e p r i n c i p a l a d v a n t a g e s of t h i s sys­
t e m a r e : (a) t h e demons t r ab l e m a t h e m a t i c a l accuracy 
of t he p o s t i n g by m e a n s of t h e t r i a l b a l a n c e ; (b) t h e class­
ification of expense accounts so t h a t revenue a n d cap i t a l ex­
p e n d i t u r e be clearly d i s t i n g u i s h e d ; (c) t he abi l i ty to as­
ce r t a in gross profit t h r o u g h the t r a d i n g a c c o u n t ; (d) the 
va luab le compara t i ve s ta t i s t ics as to sources of income a n d 
e x p e n d i t u r e which can be r ead i ly ob ta ined f rom t h e t r i a l 
ba lance m o n t h l y ; ( e ) t he abi l i ty to a sce r t a in t h r o u g h the 
Prof i t a n d Loss Accoun t no t only the a m o u n t of ne t profit , 
b u t also t h e sources f rom which t h e profi t is d e r i v e d ; (f) 
t h e abi l i ty to asce r ta in no t only t h e profits of a bus iness as 
a whole , b u t also t h e profit or loss of every d e p a r t m e n t sep-
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a r a t e l y ; (g) t h e conf i rmat ion of t h e a m o u n t of profit or 
loss disclosed by t h e Prof i t a n d Loss Accoun t by t h e ba l ance 
sheet p r o p e r ; (h) t h e super io r fac i l i ty offered for r a p i d a n d 
exhaus t ive a u d i t , and to that extent a c t ing as a d e t e r r i n g 
factor in t h e p r even t ion of f r aud . 
I I . I n t o how m a n y classes a re ledger accoun ts u s u a l l y 
d i v i d e d ? M e n t i o n two of t h e p r i n c i p a l accounts of each 
class, a n d s t a t e t h e pu rpose of each. 
L e d g e r accoun ts a re broadly d iv ided in to two c lasses : 
pe r sona l a n d i m p e r s o n a l ; these be ing subdiv ided in to rea l 
a n d n o m i n a l . P e r s o n a l accoun ts a rc those k e p t t o r ecord 
t r a n s a c t i o n s w i t h debtors a n d c red i to r s , i. e., those to w h o m 
goods a re sold a n d from whom they a re bough t . 
Real accoun ts con t a in records of a m o u n t s of rea l v a l u e — 
as d i s t i n g u i s h e d f rom these of f ict i t ious va lue . 
Real E s t a t e Accoun t a n d P l a n t a n d M a c h i n e r y A c c o u n t 
wou ld be two very f ami l i a r examples . N o m i n a l is t h e n a m e 
g iven to t h a t class of accounts which closes out per iod ica l ly 
i n t o t h e Prof i t a n d Loss Accoun t , T h e y s imply record 
e x p e n d i t u r e or sources of i ncome u n d e r classified h e a d i n g s . 
E x a m p l e s : Commiss ion Accoun t , a n d I n t e r e s t Accoun t . 
P e r s o n a l accoun t s are used to cha rge or c red i t firms or i n ­
d iv idua l s w i t h m o n e y or money ' s w o r t h . 
T h e p u r p o s e of t he Real E s t a t e A c c o u n t is to record 
a m o u n t p a i d for p r o p e r t y a n d any add i t i ons or i m p r o v e ­
m e n t s wh ich increase value . I t is c red i t ed w i t h a m o u n t s 
received f rom sales of p r o p e r t y a n d w i t h deprec ia t ion , 
P l a n t a n d M a c h i n e r y Accoun t is to con t a in cost of these 
i t ems a n d a d d i t i o n s m a d e to same f rom t i m e to t i m e . I t i s 
c red i t ed per iod ica l ly w i t h a c e r t a i n pe rcen t age for d e p r e ­
c ia t ion in va lue caused by usage . 
104 
Commiss ion Accoun t is to record to t a l a m o u n t p a i d a n d 
received for commiss ion d u r i n g any g iven fiscal pe r iod . 
I n t e r e s t Accoun t is to show the a m o u n t of income a n d 
e x p e n d i t u r e u n d e r th i s h e a d i n g . 
I I I . Define c u r r e n t assets, c u r r e n t l iabi l i t ies . Give two 
examples of each. 
T h e t e r m current l i t e ra l ly m e a n s " r u n n i n g , " so t h a t cu r ­
r e n t assets a n d c u r r e n t l iabi l i t ies m a y be defined as those 
wh ich a re act ively r u n n i n g . 
E x a m p l e s of c u r r e n t assets a r e Accoun t s a n d Bi l l s Re­
ce ivab l e ; of c u r r e n t l iabi l i t ies Accoun t s a n d Bi l l s P a y a b l e . 
I V . Define cap i ta l , n o m i n a l cap i ta l , subscr ibed cap i t a l , 
p a i d u p cap i ta l , goodwil l . 
Cap i t a l i n i t s b roades t sense should be defined as 
t h e a m o u n t of m o n e y or money ' s w o r t h e m b a r k e d i n a n 
en te rp r i se . I n a m o r e r e s t r i c t ed sense i t m a y be s t a t ed to 
be t h e excess of a. m a n ' s assets over his l iabi l i t ies . 
N o m i n a l cap i t a l is nea r ly synonymous w i t h " a u t h o r i z e d " 
c a p i t a l ; i t m e a n s " c a p i t a l in n a m e " — i . e., t h e a m o u n t 
s t a t ed m a y , or m a y no t , be ac tua l ly p a i d in . Subsc r ibed 
cap i t a l is t h e a m o u n t for wh ich subscr ip t ions have been 
secured a n d which need n o t be ac tua l ly p a i d i n i n ful l a t 
t h e t i m e of app l i ca t ion . 
P a i d u p cap i t a l is t h e a m o u n t of cap i t a l ac tua l ly p a i d in 
as d i s t i n g u i s h e d f rom the a m o u n t of cap i t a l au thor ized . 
Goodwil l is t h e cap i ta l i zed va lue of t h e ne t e a r n i n g s of a 
bus iness for a specified t e r m of years . 
V . Define t h e fo l lowing t e r m s : ba lance sheet , reserves , 
i t ems i n suspense , s u r p l u s , i m p a i r m e n t . 
" B a l a n c e S h e e t " is a n exh ib i t ion in condensed f o r m 
of a l l t h e assets a n d l iabi l i t ies of a business a f te r a l l n o m i ­
n a l accounts have been closed out i n to t h e Revenue Accoun t . 
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" R e s e r v e " — a t e r m app l ied to p o r t i o n s of t he profit of a 
firm or a co rpo ra t i on set aside for specific p u r p o s e s — i . e., 
r e se rve for i m p r o v e m e n t s , reserve for deprec ia t ion , &c. 
" I t e m s i n S u s p e n s e " a re those accoun ts whose u l t i m a t e 
r ea l i za t ion or l i q u i d a t i o n is doub t fu l . 
" S u r p l u s " is t h e n e t a m o u n t of u n d i s t r i b u t e d profi ts . 
" I m p a i r m e n t " is t h e c rea t ion of deficiency of assets 
e i t h e r by bus iness losses or by t h e p a y m e n t of d iv idends 
w h e n n o s u r p l u s exis ts ou t of wh ich t o p a y t h e m . T h e cap­
i t a l of a co rpo ra t i on is supposed to be k e p t i n t ac t , i. t h e 
asse ts m u s t equa l l iabi l i t ies a n d cap i t a l stock. I f t h e assets 
a r e less, a deficiency is c rea ted a n d hence t h e cap i t a l is sa id 
t o be i m p a i r e d . 
V I . Desc r ibe t h e m e r c h a n d i s e accoun t a n d i ts use . 
S t a t e how i t shou ld be used i n (a) a j o b b i n g or wholesa le 
g roce ry bus iness , (b) a d e p a r t m e n t s to re such as t h a t of 
W a n a m a k e r or of Siegel -Cooper Co., ( c ) a m a n u f a c t u r i n g 
firm m a k i n g a g r i c u l t u r a l i m p l e m e n t s . 
T h e M e r c h a n d i s e Accoun t is u sua l l y cha rged w i t h 
t h e i n v e n t o r y on h a n d a t t h e b e g i n n i n g of a fiscal pe r iod , 
a n d w i t h p u r c h a s e s , a n d r e t u r n e d sales d u r i n g t h e pe r iod . 
I t is c red i t ed w i t h s a l e s ; a n d w i t h a m o u n t s of goods re ­
t u r n e d to c red i to r s . I t is c red i t ed w i t h i n v e n t o r y a t t h e 
e n d of t he pe r iod a n d t h e n if t h e c red i t s ide exceed t h e 
d e b i t side, t h e a m o u n t of t h e excess is t h e gross profit fo r 
t h e per iod , wh ich is cha rged to M e r c h a n d i s e Accoun t , a n d 
c r e d i t e d t o Prof i t a n d Loss Accoun t . 
T h e use of t h i s accoun t is to d e t e r m i n e t h e a m o u n t of t h e 
gross profi t of a bus iness for any p a r t i c u l a r fiscal pe r iod . 
(a) I n a wholesa le g rocery house t h i s account should be 
subd iv ided so as to show t h e gross profit o r loss m a d e i n t h e 
sa le of specific i t ems , such as tea , coffee, flour, c a n n e d 
goods, etc. A n account should be opened for each i t e m , 
showing purchases , sales a n d costs i nc iden t a l t he re to . P e ­
r iodica l ly these shou ld be closed ou t i n to the gene ra l Mer ­
chandise Accoun t , wh ich would t h e n show t h e gross profi t 
on t h e whole bus iness . 
( b ) I n a d e p a r t m e n t s tore l ike t h a t of W a n a m a k e r t h e 
object would be to show t h e gross a n d ne t profit by depart­
ments, a n d t h e Merchand i se Accoun t should be d iv ided i n t o 
as m a n y classes as t he r e a re departments. S i lks , l i n e n s , 
boots a n d shoes, toys, s ta t ionery , j ewel ry , & c , each accoun t 
as above closing ou t i n to t h e gene ra l M e r c h a n d i s e A c c o u n t . 
( c ) I n t h e case of a f i rm m a k i n g a g r i c u l t u r a l i m p l e ­
m e n t s , accoun t s wou ld have to be opened for t h e va r ious 
classes of goods m a n u f a c t u r e d , showing cost of r a w m a ­
te r i a l , labor a n d o the r i t ems c o n t r i b u t i n g to t h e cost of t h e 
m a n u f a c t u r e d a r t i c l e—al l c los ing ou t in to t h e g e n e r a l 
M e r c h a n d i s e Accoun t . 
V I I . Descr ibe t h e process of c h a n g i n g a set of books 
f rom s ingle to double en t ry . D r a f t a n example . 
T h e m o s t exped i t ious way of c h a n g i n g a set of 
books f rom s ingle e n t r y in to double e n t r y is t o r u l e off a l l 
accoun ts o ther t h a n those w i t h deb tors a n d c r e d i t o r s ; t o 
m a k e u p a comple te l is t of a l l o ther assets a n d l iabi l i t ies 
a n d to c red i t t h e excess of assets over l iabi l i t ies to cap i t a l 
a c c o u n t — o p e n i n g a t t h e same t i m e such n o m i n a l accoun ts 
as m a y be necessary, to set fo r th the t r a n s a c t i o n s of t h e 
bus iness c lear ly u n d e r classified h e a d i n g s . Suppose a 
schedule of accounts be t a k e n f rom t h e ledger a n d i t be 
f o u n d t h a t accoun ts receivable a m o u n t to $10,500.00 a n d 
t h a t accoun ts payable a m o u n t to $3 ,465 .26 . A n e x a m i n a ­
t i o n discloses the fact t h a t t h e r e is $18 ,626 .25 in t h e b a n k , 
t h a t t h e r e a re i n t h e safe $2 ,500.00 of b i l l s r e ce ivab l e ; 
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t h a t t h e p l a n t , e tc . , is w o r t h $ 4 , 0 0 0 . 0 0 ; a n d t h e i n v e n ­
t o r y of stock $7 ,500 .00 . I t is f o u n d t h a t t he r e are hi l ls pay ­
ab le o u t s t a n d i n g for $6 ,700.00. T h e j o u r n a l e n t r y wou ld 
b e : 
S u n d r i e s D r . 
A c c o u n t s receivable $10 ,500 00 
C a s h 18,626 25 
Bi l l s Receivable 2,500 00 
P l a n t a n d m a c h i n e r y . . . . 4 ,000 00 
M e r c h a n d i s e acc ' t ( s tock) 7,500 00 
T o S u n d r i e s , 
A c c o u n t s payable $3 ,465 26 
Bi l l s payable 6,700 00 
C a p i t a l s tock 32,960 99 
Accoun t s receivable a n d payab le a re t i cked because t h e y 
a r e a l r eady pos ted . T h e l edge r wil l now be " i n b a l a n c e " 
a n d such expense accoun t s , &c., m a y be opened as a r e 
necessary . 
V I I I . W h a t is t h e pu rpose of a p r i va t e l e d g e r ? W h a t 
accoun t s a re u sua l l y kep t in t h e p r i v a t e l e d g e r ? 
T h e p u r p o s e of a p r i v a t e l edge r is to enable t h e 
p r i n c i p a l of a firm to keep such i n f o r m a t i o n as h e deems 
exped ien t p r i v a t e , a n d accessible only t o h imsel f or h i s con­
f ident ia l ass i s tan t . B y i t he is also able t o cont ro l t h e gen­
era l accuracy of t h e gene ra l t r i a l b a l a n c e — b y keep ing i n 
h i s own h a n d s t h e ba l ance to t a l of h i s p r i va t e l e d g e r — d e b i t 
or c redi t . I f t h e t o t a l s h a n d e d i n f rom t h e g e n e r a l t r i a l 
ba lance are inco r rec t he can i m m e d i a t e l y de tec t s ame by 
a d d i n g t h e to ta l of h i s own ledger . T h i s check is u n f o r t u ­
n a t e l y too often overlooked. T h e accoun t s u sua l ly k e p t in 
t h e p r iva t e ledger are Cap i t a l Accoun t , Prof i t a n d Loss 
Accoun t , a n d I n v e s t m e n t A c c o u n t ; also records of pe r sona l 
d r a w i n g s , a n d salar ies . 
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I X . W h a t difference, if any , should be m a d e be tween 
t h e accounts of a firm a n d t h e accounts of a co rpora t ion in 
t h e s ame l i ne of t r a d e a n d do ing about t h e same a m o u n t of 
bus ine s s? E x p l a i n . 
N o n e , except a s t o t h e cap i t a l s tock account , w h i c h 
is n o t ( a s i n a f i rm) inc reased or decreased by profi t o r 
loss. T h e j o u r n a l of a co rpo ra t i on shou ld a lways c o n t a i n 
specific re ference t o t h e m i n u t e book for dec la ra t ions a n d 
p a y m e n t s of d iv idends , t e r m s of con t r ac t s , &c. 
X . I n p r e p a r i n g accoun t s for a manufac tu r ing ; c o m p a n y , 
on w h a t p r i n c i p l e should expenses be d iv ided as be tween t h e 
m a n u f a c t u r i n g account a n d profi t a n d loss? Give ex­
amples . 
A l l DIRECT expense i n c u r r e d i n t h e a c t u a l m a n u f a c ­
t u r e of goods shou ld be c h a r g e d to m a n u f a c t u r i n g account 
as c o n t r i b u t i n g t o cost. Gene ra l expenses a n d expenses a t ­
t e n d i n g sales should go t o profit a n d loss. L a b o r , r a w m a ­
t e r i a l s , f re igh t i n w a r d s , fuel, l i gh t , deprec ia t ion of p l a n t , 
&c., shou ld go to m a n u f a c t u r i n g account . Sa la r i e s , p r i n t ­
i n g a n d s ta t ionery , commiss ion , & c , should go to prof i t a n d 
loss. 
X I . I n des ign ing a set of accoun ts for a bus iness , how 
m i g h t provis ion be m a d e for a cons t an t showing of t h e ag­
g r e g a t e s u m owing by cus tomers a n d t h e a g g r e g a t e s u m 
owing to c red i to r s , w i t h o u t t h e necessi ty of p r e p a r i n g a 
schedule of t h e accoun ts of such cus tomers a n d c r e d i t o r s ? 
B y c o n s t r u c t i n g c o n t r o l l i n g accoun ts i n t h e g e n e r a l 
l edger a n d m a k i n g every o the r l edger "self b a l a n c i n g . " 
T a k e first t h e " b o u g h t l edge r , " w h i c h shou ld con ta in ac­
coun t s w i t h c red i to rs . T h e t o t a l a m o u n t of pu rchases c red­
i t ed shou ld be cha rged to a n account opened i n t h i s l e d g e r 
— c a l l e d " G e n e r a l L e d g e r A c c o u n t , " a n d t h e t o t a l a m o u n t 
of cash cha rged to c red i to r s shou ld be c red i t ed t o i t . T h e 
l e d g e r wil l ba lance by i tself a n d t h e debi t ba lance of t h e 
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" G e n e r a l L e d g e r A c c o u n t " wil l m a k e a con t inuous s h o w i n g 
of t h e a g g r e g a t e a m o u n t due t o c red i to r s w i t h o u t t h e neces­
s i ty of p r e p a r i n g a de ta i l ed schedule . T h e same p r i n c i p l e 
shou ld also be app l i ed to t h e " S a l e s L e d g e r . " 
X I I . I n m a k i n g u p t h e cost accoun t s on goods p r o d u c e d 
by a fac tory , w h a t i t ems of e x p e n d i t u r e a re to be consid­
e r e d ? H o w shou ld these be combined to show t h e a c t u a l 
cost of a n y specified p r o d u c t ? 
I n m a k i n g u p cost accoun ts of goods p roduced by a fac­
to ry t h e p r i n c i p a l i t ems of e x p e n d i t u r e to be cons ide red 
a r e : ( 1 ) r a w m a t e r i a l ; ( 2 ) labor . I n a d d i t i o n t o t h e s e : 
( 3 ) p r o p o r t i o n of r e n t of f a c t o r y ; ( 4 ) l i g h t ; ( 5 ) h e a t ; ( 6 ) 
p o w e r ; ( 7 ) s u p e r v i s i o n ; ( 8 ) deprec ia t ion of m a c h i n e r y ; 
( 9 ) i n c i d e n t a l expenses . 
I n o r d e r to show t h e ac tua l cost of a n y specified p r o d u c t 
t h e a c t u a l cost of m a t e r i a l u sed a n d of labor e x p e n d e d u p o n 
i t s convers ion wou ld first have t o be ca lcu la t ed a n d to i t 
shou ld be added t h e p r o p e r pe rcen t age (based u p o n a t i m e 
ca l cu l a t i on ) of t h e a t t e n d a n t expenses above e n u m e r a t e d . 
These w o u l d scarcely be t h e s a m e in a n y one bus iness , b u t 
t h e g e n e r a l p r inc ip l e wou ld be iden t i ca l . 
X I I I . D r a f t a fo rm of cash book to be used where a l l 
r ece ip t s a re depos i ted i n b a n k a n d al l p a y m e n t s a r e m a d e 
by check. I l l u s t r a t e t h e use of t h i s book by t h r e e or m o r e 
en t r i es . 
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July 1 To Balance 1000 00 
July 5 A. B . 64 500 00 July 1 L. a. 54 52 640 00 
" 7 J . C. 53 250 00 750 00 s . v . 55 57 50 00 
" 9 S. T. 64 450 60 P. R. 56 50 700 00 
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O n the debi t s ide a special c o l u m n is headed " B a n k , " to 
wh ich is ex tended t h e to ta l a m o u n t s of first c o l u m n as de­
posi ted. As all p a y m e n t s a re m a d e by check, by d e d u c t i n g 
t h e to ta l of t he c red i t side f rom t h e b a n k co lumn to ta l , t h e 
b a n k ba lance is a sce r ta inab le at any t ime . 
X I V . W h a t is m e a n t by a c o n s i g n m e n t a c c o u n t ? H o w 
shou ld a c o n s i g n m e n t account be s ta ted in a ba lance shee t ? 
A cons ignmen t account records t h e a m o u n t of t he 
t e m p o r a r y t r a n s f e r of t h e cus tody of one pe r son ' s goods 
t o ano the r . T h e pe r son who so t r a n s f e r s h i s goods is cal led 
t h e c o n s i g n o r ; t he pe rson to whom they a re t r a n s f e r r e d t h e 
consignee . T h e cons ignor c red i t s h i s m e r c h a n d i s e account 
a n d opens a n account w i t h cons ignee t o w h o m he charges 
t h e to ta l a m o u n t of goods cons igned . T h e account is 
c h a r g e d w i t h t h e expenses a n d c red i t ed w i t h the r e m i t t a n c e s 
— t h e difference showing t h e profi t or loss on t h e cons ign­
m e n t . 
I n a ba lance sheet goods on cons ignmen t should be s t a t ed 
as such a n d on n o accoun t should a p p e a r u n d e r t h e t i t l e of 
A c c o u n t s Receivable. 
X V . F r o m w h a t accounts is a profit a n d loss account 
p r e p a r e d ? I n w h a t way is i ts accuracy p r o v e d ? 
Prof i t a n d Loss Accoun t is p r e p a r e d f rom t h e Mer ­
chand i se A c c o u n t a n d t h e va r ious n o m i n a l accoun t s , a n d 
should inc lude such charges as a re necessary if deducted 
f rom t h e va lue of t h e assets , e. g., deprec ia t ion , reserve for 
b a d debts , etc. T h e accuracy of t h e Prof i t a n d Loss Ac­
coun t is proved by the ba lance sheet , which a r r ives a t t h e 
same resu l t s in a different m a n n e r . 
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January 1902. 
I . R o b i n s o n & Co., wholesale dea lers in no t ions , whose 
books have n o t been k e p t by doub le e n t r y , wish to i m p r o v e 
t h e i r sys tem of bookkeeping . W r i t e a brief r epo r t , advo­
c a t i n g double en t ry , s e t t i ng f o r t h t h e super io r i ty of t h a t 
m e t h o d gene ra l l y , a n d showing by specific references to t h e 
m o d e of bookkeep ing employed by t h e m , t h e a d v a n t a g e s 
t h a t wil l acc rue f rom t h e change . 
MESSRS. ROBINSON & Co., 
Dear Sirs: 
I n accordance w i t h your r eques t , I have m a d e a n ex­
a m i n a t i o n of your books for t h e year e n d i n g D e c e m b e r 
31st , 1 9 0 1 , a n d beg to r epor t t h a t a ne t profit of $97 ,065 .03 
has been e a r n e d d u r i n g th i s pe r iod , i n s u p p o r t of wh ich I 
p r e s e n t a s t a t e m e n t of resources a n d l iabi l i t ies . W h i l e 
t h e va r ious schedules have been m a d e u p w i t h g r e a t care , 
a n d whi le I c an vouch for t h e accuracy of t h e r e su l t shown, 
t h e conf i rmatory proof t h r o u g h t h e m e d i u m of t h e profit 
a n d loss accoun t is l a ck ing , because t h e va r ious n o m i n a l 
accoun t s necessary to i ts p r e p a r a t i o n have no t been kep t . 
F o r t h i s a n d o the r reasons set f o r t h below, I s t rong ly advo­
ca te t h e i m m e d i a t e i n t r o d u c t i o n of t h e double e n t r y sys­
t e m of bookkeep ing . A t r a d i n g account wi l l be opened, 
wh ich , when t h e i nven to ry is t a k e n , wi l l show the a m o u n t 
of gross profit e a r n e d — i . e., t h e excess of se l l ing p r ice over 
cost p r ice of goods ac tua l ly sold. T h e pe rcen tage of gross 
profit can be r ead i ly seen, a n d any cons iderable f luc tua t ion 
in t h e r a t e f rom year to year no ted . Y o u r expenses can 
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be d iv ided u p u n d e r as m a n y head ings as m a y be necessary 
t o afford de ta i led i n f o r m a t i o n ; a n d w i t h c o l u m n a r cash 
books, j o u r n a l s , etc. , t h e m e c h a n i c a l labor of p o s t i n g can 
be r e d u c e d to a m i n i m u m . I n a s m u c h as every a m o u n t is 
e n t e r e d on b o t h sides of t h e ledger , t h e correctness of t h e 
p o s t i n g of t h e accoun t s can be d e m o n s t r a t e d m o n t h l y i n a 
t r i a l ba lance . I shou ld r e c o m m e n d t h a t t h e r e be opened 
a Gene ra l Ledger , P u r c h a s e L e d g e r a n d Sales L e d g e r s . 
E a c h of these can be m a d e se l f -balancing, a n d t h e o p e n i n g 
of con t ro l l i ng accounts i n t h e gene ra l l edger wi l l enable a 
f inancia l s t a t e m e n t to be read i ly m a d e u p w i t h o u t w a i t i n g 
for t h e schedule of accounts f rom t h e o ther ledgers . B y 
i n t r o d u c i n g a p r o p e r sys tem of i n t e r n a l check t h e d a n g e r 
of i r r e g u l a r i t i e s wi l l be g rea t ly reduced , a n d the work of 
t h e a u d i t o r considerably l igh tened . T h e i n t r o d u c t i o n of 
t h i s sys tem would only be a m a t t e r of a few days ' work , as 
t h e de ta i l s can be ca r r i ed out by y o u r staff u n d e r m y super ­
vision. 
Y o u r s t r u l y , 
C. P . A. 
I I . Y o u r sugges t ions (see ques t ion I ) as to a c h a n g e 
of m e t h o d h a v i n g been approved by Rob inson & Co., you 
have been i n s t r u c t e d to m a k e t h e c h a n g e a t t h e close of 
t h e fiscal y e a r ; s ta te i n de ta i l how you wou ld proceed from 
s t a r t to po in t of proof. 
I n the genera l l edger I should open a Cash Account , a n d 
deb i t i t w i t h the ba lance on h a n d December 31st , T h e 
Merchand i se Accoun t shou ld come nex t , be ing c h a r g e d w i t h 
t h e to t a l a m o u n t of i nven to ry a t t h a t da t e . T h e va r ious 
r e a l accounts should t h e n be opened, each one b e i n g 
cha rged w i t h t h e a m o u n t shown on t h e ba lance sheet . 
A f t e r th i s , such n o m i n a l accounts should be opened a s 
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would be necessary t o afford t h e ful les t i n f o r m a t i o n as t o 
sources of profi t a n d loss. C o n t r o l l i n g accounts shou ld 
t h e n be opened , c o n t a i n i n g t h e to ta l s due by deb tors , a n d 
due t o c red i to rs . F i n a l l y , t h e c a p i t a l account s h o u l d be 
c red i ted w i t h t h e a m o u n t shown D e c e m b e r 31st . I f t h e 
p o s t i n g has been correc t ly p e r f o r m e d , t h i s l edger wi l l n o w 
b a l a n c e by itself. I t shou ld be t e s t ed by ac tua l ly t a k i n g 
off a t r i a l ba lance . T h e C u s t o m e r s ' L e d g e r ( i n c l u d i n g Bi l l s 
Receivable A c c o u n t ) should t h e n be opened, a n d t h e b a l ­
ance due by each cus tomer c h a r g e d to h i m . A ba lance a c ­
c o u n t shou ld t h e n be opened a n d t h i s l edger shou ld a lso 
ba l ance i n d e p e n d e n t l y . T h e w o r k should be p roved by 
t a k i n g off a t r i a l ba lance . Las t l y , t h e p u r c h a s e l e d g e r 
shou ld be opened a n d t r e a t e d i n t h e same way. A t y p e ­
w r i t t e n l i s t of i n s t r u c t i o n s shou ld be h a n d e d to each l e d g e r 
keepe r a n d t h e sys tem of h a n d l i n g cash a n d col lec t ions 
shou ld receive ca re fu l a t t e n t i o n . A p r o p e r sys tem of 
vouchers shou ld be a r r a n g e d for, a n d also a p r o p e r m e t h o d 
for h a n d l i n g t h e p e t t y cash. R e t u r n e d m e r c h a n d i s e o u t ­
wa rds , a n d i n w a r d s , shou ld have s epa ra t e j o u r n a l s , a n d 
s u p p o r t i n g vouchers be a r r a n g e d for every en t ry . I n t h i s 
way t h e fo l lowing resu l t s have been p rov ided f o r : Classi­
fication, expl ic i tness , t h e m i n i m u m a m o u n t of pos t i ng , a n d 
the p r even t ion of i r r e g u l a r i t i e s on t h e p a r t of employes . 
I I I . B y ana lys i s t h e deb i t s ide of m e r c h a n d i s e accoun t 
shows pu rchase s $60 ,000 , r e t u r n s to us $4 ,000 , en t r i e s off­
s e t t i ng e r ro r s i n sales ex tens ions $2 ,000 , t r a d e d i scoun t s 
t o cus tomers $13 ,500 , ba l ance profi t $ 2 7 , 0 0 0 ; t h e c red i t 
side shows sales $90 ,000 , r e t u r n s by u s $5 ,000 , a l lowances 
t o u s $1 ,500 , i n v e n t o r y a t close of yea r $10 ,000. Sugges t 
such c h a n g e i n t h e m e t h o d of r e c o r d i n g t h e f o r e g o i n g 
s t a t e m e n t as wou ld r ead i ly show (a) n e t a m o u n t of p u r ­
chases, ( b ) ne t a m o u n t of sales, ( c ) pe rcen t age of prof i t . 
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Account as s ta ted . 
P u r c h a s e s $60,000.00 Sales 
R e t u r n s 4 ,000.00 R e t u r n s 
Sa les E r r o r s . . . 2 ,000.00 Al lowances . . . 
D i s c o u n t s 13,500.00 I n v e n t o r y . . . . 
P r o f i t 27,000.00 
$106 ,500 .00 
(a) N e t a m o u n t of p u r c h a s e s : 
P u r c h a s e s $60 ,000 .00 R e t u r n s 
Al lowances . . . 
N e t a m o u n t of 
p u r c h a s e s . . . 
$60 ,000.00 
(b) N e t a m o u n t of s a l e s : 
R e t u r n s $ 4 ,000.00 Sales 
E r r o r s 2 ,000.00 
D i s c o u n t s 13,500.00 
N e t a m o u n t of 70,500.00 
sales 
$90 ,000.00 
( c ) P e r c e n t a g e of p ro f i t s : 
P u r c h a s e s ( n e t ) . $53 ,500 .00 Sales ( n e t ) . . . 
Less i n v e n t o r y . . . 10,000.00 
$43,500.00 
Prof i t 27 ,000.00 
$70 ,500 .00 
705 
. = 62 p e r cent . 
435 





. $ 5,000.00 
. 1,500.00 
53,500.00 
$60 ,000 .00 
.$90 ,000.00 
$90 ,000 .00 
.$70 ,500.00 
$70 ,500 .00 
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I V . S t a t e gene ra l ly how t h e books of a firm do ing a 
m a n u f a c t u r i n g bus iness wou ld differ f r o m those k e p t by 
a t r a d i n g concern as t o (a) books of record , ( b ) l e d g e r 
accounts . 
(a) T h e books of record k e p t by a firm do ing a m a n u ­
f a c t u r i n g bus iness w o u l d differ f rom those k e p t by a t r a d ­
i n g concern because a p r o p e r cost sys tem should be k e p t 
e n a b l i n g t h e exact cost of each a r t i c le m a n u f a c t u r e d to be 
r ead i ly a sce r t a ined . T h e a d d i t i o n a l books r equ i r ed w o u l d 
o r d i n a r i l y be, t h e r eco rd for 
( 1 ) Raw m a t e r i a l p u r c h a s e d , q u a n t i t y , p r ice , q u a n t i t y 
consumed , i nven to ry . 
( 2 ) L a b o r o r P a y Roll books, by d e p a r t m e n t s . 
( 3 ) J o b or cost account books to r eco rd q u a n t i t y of 
m a t e r i a l a n d l abor consumed , t i m e t a k e n , q u a n t i t y m a n u ­
fac tu red , etc . 
( 4 ) M a n u f a c t u r e d Goods book to c o n t a i n : Reco rd of 
goods m a n u f a c t u r e d , a n d cost p r ice of same. 
( 5 ) M a t e r i a l s a n d Supp l i e s , to enable record of t h e i r 
use to be kep t , a n d a check m a i n t a i n e d u p o n the i nven to ry . 
(b) W i t h r e g a r d to l e d g e r accoun ts t h e m a n u f a c t u r i n g 
firm wou ld keep i n a d d i t i o n t o those kep t by a t r a d i n g 
concern . 
( 1 ) A M a n u f a c t u r i n g A c c o u n t to record cost of goods 
m a n u f a c t u r e d . 
( 2 ) L a b o r or P a y Roll Accoun t . 
( 3 ) Accoun t s fo r different classes of r a w m a t e r i a l s a n d 
suppl ies p u r c h a s e d . 
( 4 ) P l a n t a n d M a c h i n e r y Accoun t . 
V . W h a t differences i n books a n d accounts wou ld exis t 
be tween a p a r t n e r s h i p a n d a n i n c o r p o r a t e d c o m p a n y ca r ry ­
i n g on a s imi la r bus ine s s? 
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A corpora t ion , i n a d d i t i o n t o the u s u a l books kep t by 
a firm, should keep a stock, or shares , ledger , t r a n s f e r 
book, a n d m i n u t e book. 
As to accounts , t h e cap i ta l of a co rpo ra t i on does no t 
va ry , a n d profi ts e a r n e d in s t ead of be ing c red i t ed t o C a p i t a l 
S tock A c c o u n t should be t r a n s f e r r e d to S u r p l u s Accoun t . 
W h e n t h e profi t is d i s t r i b u t e d i n t h e f o r m of d iv idends , t h e 
t o t a l a m o u n t dec lared shou ld be cha rged to S u r p l u s A c ­
c o u n t a n d c red i ted t o D i v i d e n d Accoun t , which i n t u r n 
shou ld be c h a r g e d w i t h t h e a m o u n t s of checks as p a i d out 
t o s tockholders . B y S u r p l u s Accoun t here , is m e a n t such 
u n d i s t r i b u t e d profits as are not r equ i r ed to be k e p t i n t a c t 
by law. 
V I . S t a t e t h e scope a n d va lue of t he t r i a l ba lance . I n 
case of f a i lu re to p rove , how would you proceed to locate 
t h e difference? 
T h e t r i a l ba lance is a n ex t r ac t f rom t h e ledger , of ba l ­
ances of every open account . I f t h e debi t t o t a l s equa l t h e 
c r ed i t to ta l s , t h e l edge r is said to be in ba lance . I f t h e 
a c c o u n t s be p rope r ly a r r a n g e d in order , as soon as t h e in ­
ven to ry is supp l ied , i t is possible to m a k e u p a ba lance 
shee t or f inancial s t a t e m e n t expedi t ious ly . Per se, t h e 
t r i a l ba lance only d e m o n s t r a t e s one fact , i. e., t h a t t h e 
amounts have been correc t ly pos ted . I t is qu i t e possible 
t o conceive of a p r o p e r t r i a l ba lance w i t h every a m o u n t 
pos ted t o a w r o n g account . T h e correc tness of t h e i t e m s 
c o n t a i n e d in t h e accoun ts m u s t a lways be a m a t t e r for t h e 
a u d i t o r . I n spi te of t h e t r i a l ba lance t h e bookkeep ing 
m a y be ful l of t echn ica l e r ro rs , e r ro r s of p r i n c i p l e , a n d 
f r a u d u l e n t e r ro rs , t h e cor rec t ion or de tec t ion of wh ich is 
obvious ly t h e d u t y of t h e aud i to r . S u p p o s i n g t h e t r i a l 
ba lance does n o t p rove , t h e ledger foot ings should be gone 
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over , t h e ba lances checked on to t h e t r i a l ba lance sheets , 
a n d t h e t o t a l s of t h e sheets themse lves re -added . T h e 
foot ings of t h e books of o r ig ina l e n t r y shou ld be p roved a n d 
finally t h e pos t ings checked. I f t h e l edgers are d iv ided 
u p , a n d con t ro l l i ng accoun ts a re k e p t i n t h e gene ra l l edger , 
t h e work can be m a t e r i a l l y shor t ened , i n a s m u c h as t h e 
e r r o r c an be local ized, a n d only t h a t p a r t i c u l a r l edger be 
checked w h e r e i n t h e mi s t ake h a s been m a d e . E v e n where 
c o n t r o l l i n g accoun t s a re n o t kep t , i t is nea r ly a lways pos­
sible to cons t ruc t one, so as to find ou t exact ly whe re t h e 
e r r o r ha s been m a d e . T h e r e a re va r ious " S h o r t C u t s " 
s u g g e s t e d — b u t i t is i nva r i ab ly f o u n d t h a t a g r e a t deal of 
t i m e is was t ed i n a p p l y i n g t h e tes t s , a n d af ter a l l recourse 
is pe r fo rce finally t a k e n to t h e good o ld- fashioned way of 
" c a l l i n g over . " 
V I I . T h e b u i l d i n g of an i n s u r a n c e corpora t ion va lued 
a t $500 ,000 is m o r t g a g e d for $300 ,000 . T h e r e n t a l va lue 
of t h e po r t i on occupied by t h e co rpo ra t i on is $3 ,500 a year , 
a n d t h e r e a r e s ix ty o ther t e n a n t s in t h e b u i l d i n g . M e n t i o n 
s u c h accoun t s as should be k e p t a n d s t a te t h e class of t r a n s ­
ac t ions t o be recorded in each. I n w h a t m a n n e r a n d to 
w h a t ex t en t wou ld t h e b u i l d i n g en t e rp r i s e be i n c l u d e d i n 
t h e a n n u a l financial s t a t e m e n t of t h e c o r p o r a t i o n ? 
A " B u i l d i n g A c c o u n t " shou ld be cha rged w i t h $500 ,000 
a n d a M o r t g a g e A c c o u n t c red i t ed w i t h $300 ,000 . A 
" B u i l d i n g Revenue A c c o u n t " should be opened a n d c red­
i t ed w i t h $3 ,500 a n n u a l l y as r e n t f r o m t h e co rpora t ion , a n d 
also w i t h t h e r en t s of t h e s ixty o ther t e n a n t s . T h i s ac­
c o u n t shou ld also be cha rged w i t h a l l fixed charges such as 
i n t e r e s t on m o n t g a g e a n d t a x e s ; also w i t h t h e o p e r a t i n g 
expenses of t h e b u i l d i n g . T h e n e x t r evenue should be 
c r ed i t ed per iod ica l ly t o t h e G e n e r a l Revenue A c c o u n t of 
t h e corpora t ion . 
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I n the a n n u a l financial s t a t emen t shou ld a p p e a r $500 , -
000 as an a s se t ; $300,000 as a l iabi l i ty , a n d t h e ne t bu i ld ­
i n g revenue should a p p e a r as a separa te i t e m in t h e Genera l 
Revenue Accoun t , 
V I I I . O u t l i n e a s t a t e m e n t of assets a n d l iabi l i t ies a n d 
a n a n n u a l s t a t e m e n t of opera t ions of a m a n u f a c t u r i n g 
corpora t ion . S t a t e how you would t r e a t each of t h e fol­
lowing i t e m s : (a) i n t e r e s t p a i d i n advance n o t ful ly 
ea rned , (b ) i n s u r a n c e unexp i r ed , ( c ) in te res t accrued , (d) 
ou t l ay of labor a n d m a t e r i a l on goods no t ful ly m a n u ­
fac tu red , (e) m a t e r i a l to be del ivered to comple te con­
t r a c t s c h a r g e d u p i n ful l , ( f ) deprec ia t ion of p l a n t , (g) 
provis ion for f u t u r e losses on p re sen t o u t s t a n d i n g s . 
M a n u f a c t u r e d Goods. 
Goods in Process of M a n u f a c t u r e . 
P l a n t a n d Mach ine ry . 
P r e p a i d Charges . 
(a) I n t e r e s t pa id in advance no t e a r n e d should appea r 
as a n asset, 
( 5 ) I n s u r a n c e u n e x p i r e d should a p p e a r on the ba lance 
sheet as a n asset u n d e r t h e head of p r e p a i d charges . On ly 
t h a t po r t i on which has ac tua l ly exp i red shou ld be c h a r g e d 
to profit a n d loss. 
( c ) Acc rued I n t e r e s t should be c h a r g e d to profit a n d 
loss, a n d c red i t to in te res t accrued accounts . I t shou ld 
a p p e a r on t h e ba lance sheet as a l iabi l i ty . 
B A L A N C E S H E E T . 
A S S E T S . L I A B I L I T I E S . 
Cash. 
N o t e s Receivable. 
Accoun t s Receivable. 
I n v e n t o r y . 
R a w Mate r i a l s . 
No te s Payab l e . 
A c c o u n t s P a y a b l e . 
Reserve for . 
Cap i t a l Stock. 
S u r p l u s . 
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(d) O u t l a y of labor a n d m a t e r i a l s on goods n o t fu l ly 
m a n u f a c t u r e d shou ld a p p e a r as such in t h e i n v e n t o r y a t 
c o s t — a p p e a r i n g on t h e ba lance sheet as a n asset. 
( e ) M a t e r i a l to be del ivered to comple te con t r ac t s 
c h a r g e d u p i n fu l l shou ld be c h a r g e d to M a n u f a c t u r i n g 
Accoun t a n d e i t he r deduc ted f r o m t h e i nven to ry or a p p e a r 
on t h e ba l ance sheet as a l iabi l i ty . 
( f ) D ep rec i a t i on of p l a n t should be c h a r g e d to profit 
a n d loss accoun t , a n d c red i t ed to p l a n t account , o r to 
dep rec i a t i on account . 
(g) P rov i s i on for losses on p r e sen t o u t s t a n d i n g s shou ld 
be m a d e by c h a r g i n g t h e profit a n d loss account a n d c red i t ­
i n g reserve for bad debts . On t h e ba lance sheet t h e a m o u n t 
reserved m a y a p p e a r as a l i ab i l i ty or m a y be d e d u c t e d 
f rom t h e accoun t s receivable. 
I X . Desc r ibe t h e fo l lowing accoun t s a n d s t a te whe re 
a n d how they a r e e m p l o y e d : s u r p l u s , goodwil l , t r e a s u r y 
stock, m a i n t e n a n c e , suspense , d iv idend . 
S u r p l u s account should con t a in t h e u n d i s t r i b u t e d profi ts 
of a co rpora t ion . W h e n t h e a m o u n t of profit is a r r i ved a t 
t h r o u g h t h e profit a n d loss account , i t s hou ld be cha rged a t 
once to profit a n d loss account a n d c red i t ed to s u r p l u s ac­
coun t . I n t h e case of m o n e t a r y co rpora t ions , t h e a c c u m u ­
la t ion of a ce r t a in su rp lus is ob l iga to ry a n d t h i s su rp lu s 
m u s t be p re se rved in t ac t , n o t b e i n g avai lable for d iv idends . 
Good Will is t h e capi ta l ized va lue of t h e n e t e a r n i n g s of 
a bus iness for a n u m b e r of years . T h e d e t e r m i n a t i o n of 
i t s va lue is of i m p o r t a n c e whe re a bus iness is sold. T h e 
a m o u n t p a i d for i t wou ld f igure as a n asset. 
T r e a s u r y S tock is t h a t p o r t i o n of t h e cap i t a l s tock of a 
c o m p a n y wh ich h a s n o t been issued. I t should a p p e a r 
as an asset . 
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M a i n t e n a n c e is t h e t e r m app l i ed to t h e cost of k e e p i n g 
p l a n t , m a c h i n e r y , roadbed , r o l l i ng stock, e tc . , i n good o rde r , 
Suspense is a n account opened to wh ich al l doub t fu l ac­
coun t s are t r a n s f e r r e d . I f a c l ient becomes inso lven t , h i s 
ba l ance should a t once be t r a n s f e r r e d to t h i s accoun t . 
W h e n final s e t t l e m e n t is m a d e , t he a m o u n t received i s 
c red i ted to Suspense Accoun t a n d t h e ba lance t r a n s f e r r e d 
t o b a d deb t account . 
D i v i d e n d A c c o u n t is c red i ted w i t h t h e to t a l a m o u n t of 
d iv idend declared, a n d cha rged w i t h checks sent out t o 
s tockholders i n p a y m e n t of s ame . 
X . I n a s t a t e m e n t of a r a i lway corpora t ion , w h a t is 
m e a n t by fixed charges , f u n d e d debt , floating indeb tedness , 
m a i n t e n a n c e of way, m a i n t e n a n c e of e q u i p m e n t ? 
F i x e d cha rges such as in te res t on bonds , t axes , etc. , a r e 
a first c h a r g e a g a i n s t income af te r o p e r a t i n g expenses. 
T h e y r ecu r a t r e g u l a r in t e rva l s , a n d do n o t va ry m a t e r i a l l y 
in a m o u n t . 
F u n d e d D e b t is t h e a m o u n t of t h e bonded i ndeb t ednes s . 
F l o a t i n g indeb tedness is all o ther fo rms of l i ab i l i ty of 
accoun ts payable , no tes payab le , etc. 
M a i n t e n a n c e of way is t h e cost of k e e p i n g rai ls , etc. , in 
good order . 
M a i n t e n a n c e of e q u i p m e n t is t h e cost of k e e p i n g s ta­
t i ons , r o l l i ng stock, etc. , in first-class condi t ion . 
X I . W h a t is t h e best way of r e c o r d i n g cus tomer s ' no tes 
so t h a t t h e t r u e cond i t ion of each accoun t m a y be s h o w n ? 
W h a t is t h e mos t app roved way of t r e a t i n g t h e n o t e r e ­
ceivable accoun t (a) i n t h e ledger , (b) i n a s t a t e m e n t of 
affairs? 
As soon as a no te is received f rom a cus tomer i t shou ld 
be e n t e r e d in t h e Bi l l s Receivable book, a n d pos ted a t once 
t o h is c redi t . T h e d u e da te for each n o t e should also be 
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n o t e d in a n i n n e r co lumn . A s a no t e is p a i d t h e d u e d a t e 
i n t h e cus tomer ' s accoun t shou ld be crossed t h r o u g h w i t h 
r e d ink . B y t h e a d o p t i o n of t h i s p l a n , t h e a g g r e g a t e 
a m o u n t of a n y c u s t o m e r ' s i n d e b t e d n e s s on open accoun t , 
a n d on p a p e r can b e r ead i ly perceived. 
T h e best way to t r e a t t h e n o t e receivable account i n t h e 
l edge r is t o c h a r g e each n o t e s ingly to t h e account , i n s e r t ­
i n g t h e d u e d a t e in a n i n n e r co lumn. A s each n o t e i s 
p a i d , t h e a m o u n t shou ld be pos ted oppos i te t h e cha rge . B y 
t h i s m e t h o d a comple te schedule wi l l b e cons t an t ly m a i n ­
t a i n e d , a n d t h e chances of e r ro r m a t e r i a l l y lessened. 
I n a s t a t e m e n t of affairs no tes receivable shou ld a p p e a r 
i n schedule fo rm, g i v i n g n a m e of m a k e r , d a t e , a n d d u e 
da t e . I f no te s h a v e been d i scoun ted t h e r e is a c o n t i n g e n t 
l i ab i l i ty on same, a n d such no tes shou ld a p p e a r a m o n g s t 
t h e l iab i l i t ies . 
I f no tes have been endorsed over t o c red i to r s i n se t t le ­
m e n t of accoun t s , t h e y should a p p e a r u n d e r t h e h e a d i n g 
of c o n t i n g e n t l i ab i l i ty . 
X I I . A r r a n g e a p l a n for keep ing a p r iva t e l edge r w i t h 
w h i c h t h e gene ra l l edge r wi l l agree a n d ye t i n no way r e ­
veal t h e con ten t s of t h e p r iva t e ledger . W h a t m a t t e r s a r e 
u sua l l y r ecorded i n t h e p r i v a t e l e d g e r ? 
T h e to ta l s of the va r ious accoun t s in t h e p r i v a t e l e d g e r 
s h o u l d be added , a n d t h e t o t a l ba l ance of al l t h e a c c o u n t s 
s h o u l d a p p e a r as one i t em , u n d e r t h e h e a d of " p r i v a t e 
l e d g e r " i n t h e gene ra l t r i a l ba l ance effecting a c o m p l e t e 
proof. 
I t is u s u a l to keep in t h e p r i v a t e ledger , profit a n d loss 
accoun t , c ap i t a l i n v e s t m e n t account , pe r sona l d r a w i n g s , 
loans a n d i n v e s t m e n t s , i n fact , a l l such m a t t e r s as a r e de­
s i red to be k e p t f rom t h e knowledge of t h e gene ra l office 
staff. 
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X I I I . Sugges t one or m o r e p l ans by wh ich a n inven ­
t o r y m a y be cor robora ted or impeached . 
I f t he pe rcen tage of gross profit c o m p a r e d w i t h fo rmer 
years , as shown by t h e m e r c h a n d i s e or t r a d i n g accoun t is 
cons ide rab ly g r e a t e r or cons iderably less , t h e r e is a prima 
facie g r o u n d for i m p e a c h i n g t h e accuracy of t h e inven­
t o r y , un less va l id reason can be ass igned for such change . 
S u p p o s i n g t h e r e is a very m a r k e d f luc tua t ion in t h e p e r ­
cen t age of gross prof i t—say a l a rge i n c r e a s e — t h e inven­
t o r y a t t h e c o m m e n c e m e n t m a y have been t a k e n a t too low 
a figure, or t h a t t a k e n a t t h e e n d a t too h i g h a figure. 
Goods m a y have been r e t u r n e d by cus tomer s wh ich have 
been t a k e n i n t o stock, a n d have no t been c red i ted on t h e 
books. A g a i n — m e r c h a n d i s e m a y h a v e been p u r c h a s e d , 
a n d t a k e n i n t o stock, wh ich has n o t been c red i ted on t h e 
books. I f t h e pe rcen t age of gross profit is cons iderab ly less 
— t h e opposi te course m a y have been p u r s u e d , or t h e firm 
m a y have been robbed. 
X I V . Descr ibe several economies in a c c o u n t i n g m a d e 
possible by t h e i n t r o d u c t i o n of special co lumns in books of 
o r i g i n a l en t ry . 
By t h e i n t r o d u c t i o n of special co lumns in books of or igi ­
n a l en t ry , t h e fo l lowing economies in a c c o u n t i n g a re m a d e 
pos s ib l e : 
(a) Comple te a n d exhaus t ive ana lys i s of income a n d ex­
p e n d i t u r e u n d e r classified h e a d i n g s is ob ta inab le by post­
i n g to ta l s in s t ead of i t ems . 
(b) T h e profit or loss on any d e p a r t m e n t of a bus iness 
c a n be shown clearly. 
( c ) T h e profit or loss on every class of goods m a n u f a c ­
t u r e d or sold can be d e t e r m i n e d . 
(d) B y m e a n s of a voucher record sys tem t h e necessi ty 
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of k e e p i n g accoun ts w i t h i n d i v i d u a l c red i to r s is en t i r e ly 
obvia ted. 
X V . S t a t e t h e ful l p r o c e d u r e l ead ing u p t o t h e e n t r y 
of t h e fo l lowing t r a n s a c t i o n s i n t h e shares of a co rpo ra t ion , 
t h e p a r va lue of wh ich is $ 1 0 0 : 
A p r i l 5, 1 9 0 1 . J a m e s W i l l i a m s o n receives cer t i f ica te 
N o . 75 for 100 shares ful l pa id . 
M a y 3 , 1 9 0 1 . J a m e s W i l l i a m s o n reques ts a t r a n s f e r t o 
George T . J e n k i n s of 30 of his 100 shares . 
O u t l i n e a f o r m of s tockholders ' l edger a n d p r o p e r l y e n t e r 
t h e above i t e m s t h e r e i n . 
C A S H B O O K . 
D r . 
1 9 0 1 . 
A p r i l 15 . J a m e s Wi l l i amson , subsc r ip t ion a / a , $10 ,000 . 
T h i s shou ld be c red i ted t o S u b s c r i p t i o n Accoun t , a n d 
J a m e s W i l l i a m s o n would t h e n receive h i s cert if icate fo r 
100 shares . 
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June 1902. 
I . On w h a t g e n e r a l p r inc ip l e s is double e n t r y book­
keep ing b a s e d ? S t a t e briefly a gene ra l f o rmu la for t h e 
correct r e c o r d i n g of business t r ansac t i ons . 
T h e g e n e r a l p r inc ip l e s on w h i c h double e n t r y bookkeep­
i n g is based a r e : (a) T h a t as every t r a n s a c t i o n involves 
a t r a n s f e r of m o n e y or money ' s w o r t h , every e n t r y m u s t be 
m a d e tw ice—once on t h e debi t a n d once on the c red i t side 
of t h e ledger . ( b ) T h a t t h e records of profit or loss d is­
closed i n t h e n o m i n a l accounts m u s t be confirmed by t h e 
increase or decrease over l iabi l i t ies exh ib i ted i n t h e 
ba lance sheet . ( c ) T h a t as a r e su l t t h e t o t a l debi ts i n t h e 
l edge r shou ld a lways equa l t h e t o t a l a m o u n t s of t h e c red i t s 
— t h e proof of wh ich is d e m o n s t r a t e d i n t h e t r i a l ba lance . 
A gene ra l f o r m u l a for t h e correct r e c o r d i n g of bus iness 
t r a n s a c t i o n s wou ld b e : Wheneve r a n asset is c rea ted or a n 
i t e m of expense is to be recorded , d e b i t ; whenever a l ia ­
b i l i ty is c rea ted or a n i t e m of profit or income to be r e ­
corded, c redi t . 
I I . T w o persons exchange w i t h each o ther t he i r respec­
t ive no tes for $1 ,000 e a c h ; w h a t wou ld be p r e s u m a b l y t h e 
object of such e x c h a n g e ? W h a t a re t h e r i sk a n d t h e l i m i t 
( i n a m o u n t ) of r i sk of each p a r t y to t h e t r a n s a c t i o n ? H o w 
shou ld such a t r a n s a c t i o n be r e c o r d e d ? 
T h e exchange wou ld p r e s u m a b l y be for t h e benefit of 
one p a r t y , b u t m i g h t be for bo th . A , be ing shor t of cash 
asks B for a n accommoda t ion n o t e of $1 ,000 , payab le in 
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t h i r t y days , a n d gives h i m h i s own no te for t h e same 
a m o u n t , payab le on t h e same da t e . A endorses B ' s no t e 
a n d d i scounts s a m e a t h i s b a n k . I f B fai ls to pay t h e 
no t e a t m a t u r i t y , A m u s t pay i t , i. e., h e m u s t r epay ou t of 
h i s own pocket t h e $1 ,000 h e rece ived f rom t h e b a n k . I f 
B has d i scoun ted A ' s no t e a n d c a n n o t r epay A, A m u s t 
p a y t h e $1 ,000 . T h e l imi t i n a m o u n t of each p a r t y is 
$1 ,000 . A ' s b o o k s : Bi l l s Receivable , D r . $1 ,000 T o Bi l l 
P a y a b l e $1 ,000 , w i t h fu l l e x p l a n a t o r y no tes wou ld record 
t h e t r a n s a c t i o n p rope r ly . 
I I I . A r e t a i l books tore agrees to del iver ce r ta in sets of 
books a t $20 , on p a y m e n t of $2 down, t h e p u r c h a s e r ag ree ­
i n g t o m a k e $ 3 p a y m e n t s for each of t h e six m o n t h s next, 
fo l lowing. I t is expected t h a t sales on t h i s p l a n wil l ag ­
g r e g a t e several h u n d r e d sets. S u g g e s t a m e t h o d of keep­
i n g t h e accounts , so t h a t r e su l t s m a y be r ead i ly shown. 
E n t e r every c o n t r a c t for $20 , as received in a sales book 
r u l e d w i t h seven co lumns . I n t h e first c o l u m n cha rge $2 
to each cus tomer . Open a sales ledger , charge each cus­
t o m e r f rom sales book a n d c red i t , a t end of m o n t h t h e t o t a l 
of t h e c o l u m n to a " g e n e r a l l edger a c c o u n t . " H a v e a col­
u m n for these rece ip ts i n t h e cash book a n d en te r a m o u n t s 
received. Cred i t t o each cus tomer in sales l edger a n d 
c h a r g e t o t a l a t e n d of m o n t h to " g e n e r a l ledger a c c o u n t . " 
Sa les ledger wil l t h e n be self ba l anc ing . 
T h e to t a l n u m b e r of c o n t r a c t s received m u l t i p l i e d by $20 
shou ld be c red i t ed m o n t h l y to m e r c h a n d i s e accoun t in t h e 
G e n e r a l L e d g e r a n d c h a r g e d to a S u b s c r i p t i o n Accoun t . 
T h i s l a t t e r shou ld m o n t h l y be c red i t ed w i t h t h e t o t a l i n ­
s t a l l m e n t s c h a r g e d i n sales l edge r t h r o u g h sales book a n d 
c h a r g e d to a " S u b s c r i p t i o n L e d g e r con t ro l l i ng a c c o u n t . " 
T o t a l cash received m o n t h l y shou ld be c r ed i t ed t o con-
t r o l l i n g account , which wou ld t h e n show m o n t h l y a m o u n t 
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due for subscr ip t ions i n t h e sales ledger , whi le t h e S u b ­
sc r ip t ion Accoun t would show t h e ba lance of a m o u n t s sold 
on con t rac t s , b u t u n c h a r g e d to cus tomers , because n o t due . 
I V . Give al l t he s tages in closing t h e books of a m e r ­
can t i l e co rpora t ion f rom t h e t i m e they a re ful ly posted t o 
t h e comple t ion of the f inancial s t a t emen t . 
(a) C red i t i nven to ry to m e r c h a n d i s e account . 
( b ) F r o m t h i s accoun t de t e rmine a m o u n t of gross profi t . 
C h a r g e t h e account a n d c red i t profi t a n d loss w i t h t h e 
a m o u n t of gross profit a n d b r i n g down t h e i nven to ry . T h e 
m e r c h a n d i s e account be ing at rest , wil l now be a rea l a c ­
count . 
( c ) C h a r g e profit a n d loss account a n d c red i t n o m i n a l 
accoun t s w i t h debi t b a l a n c e s ; charge n o m i n a l accounts w i t h 
c red i t ba lances a n d c red i t profit a n d loss. 
(d) E x a m i n e al l rea l accounts a n d charge off an ade­
q u a t e pe rcen tage for deprec ia t ion f rom all subjec t to w e a r 
a n d tea r . 
( e ) E x a m i n e t h e accounts r ece ivab le ; close ou t those 
t h a t a re uncol lec tab le a n d crea te a sufficient reserve for 
b a d debts . 
( f ) C h a r g e profit a n d loss a n d crea te reserves for d i s ­
coun t s , etc. 
(g) C red i t su rp lu s account a n d c h a r g e profi t a n d loss 
w i t h t h e ne t profit a n d show same on ba lance sheet . 
V . Descr ibe several m e t h o d s of r e c o r d i n g d i scounts on 
accoun ts as p a i d , avo id ing m i s s t a t e m e n t of rece ip t s a n d 
d i sbu r semen t s . S t a t e t h e advan tages or d i s advan tages of 
t h e m e t h o d s proposed. 
(a) C r e d i t cash received in one c o l u m n of cash book a n d 
d i scoun t al lowed in ano the r . P o s t s ame in to ledger sep-
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arately. T h i s wi l l serve as a check on any cash being appro­
priated and discount made to cover the defalcation. 
(b ) Credit both cash and discount as before and post 
the total from a third co lumn of cash book to which the 
totals of cash and discounts are carried. Th i s lessens the 
amount of pos t ing—but as both i tems appear under one 
t i t le i n ledger as "Sundries"—the check i n method ( a ) is 
want ing. 
( c ) Treat discount as cash by credit ing total amount of 
cash and discount as cash, and credit ing each wi th discount 
on the opposite side. T h i s also shortens the work—but 
does not record actual facts—as the amount credited to the 
customer was not received as posted. 
(d) Another method is to pass all discounts through the 
journal. B u t this doubles the work and only accomplishes 
the result shown i n method (a) which is recommended as 
the best. 
V I . Outline an entry recording bond interest due but 
not paid at t ime of making the entry. What are the ad­
vantages of such an entry? 
Accrued Interest , Dr . 
To Interest act. 
T h e advantage of the entry is t h i s : That as the balance 
sheet is designed to show the state of affairs of a business at 
a g iven moment of t ime, all assets should appear, and all 
income applicable to the period covered by the balance sheet 
should be taken credit for. 
V I I . Ment ion other i tems which could be treated i n a 
way similar to that suggested for interest in question 6 and 
state the advantages of such treatment. 
128 
Interest on loans accrued but unpaid, prepaid taxes, in ­
surance, etc., should be treated similarly and for the same 
reason. 
V I I I . Give several methods of keeping the records of 
petty accounts and accounts wi th infrequent customers. 
One method would necessitate keeping a petty ledger. 
The books of original entry should each have a special col­
u m n allotted to this ledger, and a petty ledger control l ing 
account could be opened i n the general ledger which would 
show the aggregate amount due by customers i n the Pe t ty 
Ledger. Th i s would greatly expedite the taking off of a 
trial balance. A second way would be to have the first 
few pages of the customers' ledger alphabetically indexed. 
Charge each customer under index letter on one l ine and 
credit cash as received on the same l ine on the opposite 
side. Creditors' accounts could be kept in t h e same way. 
T h e third method would be the voucher system, which 
might be adapted for both charges to infrequent customers 
and small purchase accounts. 
I X . What should be the procedure i n stat ing the value 
of stock on hand at the t ime of a fire, the financial books 
being intact and showing the amount of an inventory taken 
four months previous to the fire? 
The procedure would be the same as is customarily 
adopted when i t is desirable to arrive at the amount of the 
inventory without taking stock. I n this case find out the 
average gross profit for several years on sales. Those for 
t h e four months i n question wil l be on record, and the 
amount wi l l contain purchase price p lus the average per­
centage of gross profit. D iv ide total sales by one hun­
dred plus the ascertained percentage, and the quotient wi l l 
g ive cost price of goods actually sold. Deduct this f rom 
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t h e i n v e n t o r y a t c o m m e n c e m e n t of t h e pe r iod p l u s t h e p u r ­
chases for t h e four m o n t h s , a n d t h e difference wi l l be t h e 
va lue of s tock on h a n d a t t h e t i m e of t h e fire. 
X . Give cases w h e r e i t i s p r o p e r t o i n c l u d e i n a s t a t e ­
m e n t of assets a n d l iabi l i t ies c e r t a i n rece ip t s a n d d i sburse ­
m e n t s n o t o c c u r r i n g i n t h e pe r iod u n d e r review. 
I f by " r ece ip t s a n d d i s b u r s e m e n t s " is m e a n t a c t u a l pay­
m e n t s a n d r ece ip t s of cash, i t is difficult t o see how t h e y 
cou ld a p p e a r in a s t a t e m e n t of assets a n d l iabi l i t ies . T h e y 
m u s t h a v e occur red p r i o r t o , or subsequen t to t h e m a k i n g 
u p of t h e s t a t e m e n t ; a n d t h e y w o u l d ce r t a in ly h a v e n o 
p lace as such i n a ba l ance sheet . B u t if w h a t is m e a n t i s 
" i n c o m e a n d e x p e n d i t u r e , " t h e n , as t o e x p e n d i t u r e — p r e ­
p a i d cha rges n o t app l i cab le t o t h e pe r iod u n d e r review 
m i g h t a p p e a r as a s s e t s : e. g., t a x e s a n d i n s u r a n c e . A s t o 
i n c o m e : i t e m s due , b u t n o t received could also a p p e a r as 
asse t s—e . g., i n t e r e s t on i n v e s t m e n t s . O n t h e o the r h a n d , 
as l iabi l i t ies m i g h t a p p e a r , i t ems d u e bu t u n p a i d . 
X I . On w h a t a r e t h e accoun t s of a n executor b a s e d ? I n 
p r e p a r i n g h is account , w i t h w h a t does t h e executor c h a r g e 
h imse l f a n d for w h a t does he c l a im c r e d i t ? 
T h e accoun t s of a n execu to r a re based u p o n t h e inven­
t o r y filed by h i m c o n t a i n i n g t h e a p p r a i s e d va lue of t h e 
p r o p e r t y h e a d m i n i s t e r s . 
H e cha rges h imse l f w i t h P r i n c i p a l a s p e r i n v e n t o r y ; 
w i t h a n y accre t ions t h e r e t o ; a n d w i t h t h e i n c o m e of t h e 
es ta te u p to t h e d a t e of h i s a ccoun t ing . H e c red i t s h i m ­
self, as t o p r i n c i p a l , w i t h a n y e x p e n d i t u r e d i rec t ly cha rge ­
able a g a i n s t i t such as f u n e r a l expenses , i n h e r i t a n c e t a x , 
a n d expenses a t t e n d i n g t h e c a r e of t h e es ta te . A s t o i n ­
come, h e c red i t s h imse l f w i t h a l l o the r e x p e n d i t u r e s . 
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X I I . H o w should en t r i e s be m a d e of no tes receivable i n 
t h e accoun t of a cus tomer whose c red i t is l i m i t e d t o a fixed 
m a x i m u m , so t h a t his accoun t wi l l show a t al l t i m e s t h e 
a m o u n t for w h i c h h i s o rde r m a y be a c c e p t e d ? 
Al l no te s as received should be c red i ted to h i m — b e i n g 
pos ted i n t h e l edge r accoun t i n r e d ink . W h e n pa id , a 
b lack m a r k X shou ld be p laced a g a i n s t t h e en t ry . T h e 
a m o u n t s in r e d i n k a d d e d to t h e deb i t ba lance of t h e ac­
coun t w i l l a t a l l t imes show h i s indeb tedness . A special 
no t e credi t accoun t m i g h t be opened i n s t ead , b u t i t is 
believed t h a t t h e first m e t h o d is s imple r a n d achieves t h e 
same resu l t . 
X I I I . H o w should en t r ies be m a d e of t h e d i scount a t 
t h e b a n k of no tes received u n d e r c i r cums tances ou t l i ned 
i n ques t ion 1 2 ? W h a t e n t r y shou ld be m a d e as t h e no tes 
a re p a i d a t m a t u r i t y ? 
N o t e s as rece ived shou ld be debi ted t o Bi l l s Receivable 
Accoun t , w i t h n a m e of t h e cus tomer a n d due da te . W h e n 
t h e no t e is d i scoun ted a t t he b a n k t h e cash should be c red­
i t ed t o Bi l l s Receivable A c c o u n t on t h e s ame l ine a n d t h e 
cash m a r k e d in r ed i n k " d . " W h e n t h e no te is p a i d a t 
m a t u r i t y a b lack i n k m a r k shou ld be m a d e t h r o u g h i t . 
B y t h i s m e t h o d t h e to ta l a m o u n t of c o n t i n g e n t l i ab i l i ty on 
no te s d i scoun ted by a firm can be a s c e r t a i n e d i n a few 
m i n u t e s . I t also obviates t h e necessi ty of o p e n i n g con t in ­
g e n t l i ab i l i ty l edge r account . 
X I V . S t a t e cases where t h e cond i t i on k n o w n as " d i ­
m i n i s h i n g asse t s " is l ike ly t o ar ise . H o w shou ld such cases 
be t r e a t e d ? 
Al l assets w h i c h a r e subject t o w e a r a n d t e a r d i m i n i s h 
i n va lue , e. g., p l a n t a n d m a c h i n e r y , f u r n i t u r e , fixtures, 
etc. , a n d t h i s is p r o v i d e d for by w r i t i n g off as deprec ia t ion , 
131 
and charging to profit and loss account such an amount 
periodically as wil l after a g iven t ime leave the residual 
or break up value. Such cases should be treated by writ­
i n g off the customary percentage for depreciation period­
ical ly unt i l the residual value is arrived at. This can be 
done i n two w a y s : ( 1 ) by wri t ing off a fixed percentage 
of the original cost periodically unt i l the residual value is 
reached. I n this instance a l ighter rate is sufficient than 
when depreciation is calculated on a d iminish ing va lue ; 
( 2 ) by wri t ing off a fixed percentage off the d iminishing 
value. Here , the percentage wi l l be l ighter from year to 
year, but the offset is that the expense of repairs wi l l be 
greater. 
X V . Y o u are called on to assume the duties of general 
clerk and bookkeeper in an establ ishment where the ac­
count ing has been very meagre and pr imi t ive ; state the 
steps that you would take to reform exist ing conditions. 
T h e cash on hand should be counted and the pass book 
sent to the bank to be balanced. A n inventory should be 
taken of stock and complete schedules of all assets and l ia­
bi l i t ies should be prepared from the books, bil ls , letters, 
etc. A balance sheet should next be prepared and a new 
set of books opened to record all transactions by double 
entry. T h e work should be la id out for the clerks i n sys­
temat ic order, and such original books of entry provided 
as would insure the accurate entry of al l transact ions—so 
as to afford the fullest detailed information wi th a mini ­
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